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Meeting of the Federal Open Market Committee 


bril 1, 1986 


A meeting of the Federal Open Market Committee was held in 


the offices of the Board of Governors of the Federal Reserve System 


in Washington, D. C., on Tuesday, April 1, 1986 at 9:00 a.m. 

PRESENT: 	 Mr. Volcker, Chairman 
Mr. Corrigan, Vice Chairman 
Mr. Angel1 
Mr. Guffey -1/ 
Mrs. Horn 
Mr, Johnson 
Mr. Melzer 

Mr. Morris 

Mr. Rice 

Ms. Seger

Mr. Wallich 


Messrs. Boehne, Boykin, Keehn, and Stem, Alternate 

Members of the Federal Open Market Committee 


Messrs. Black, Forrestal, and Parry, Presidents of the Federal 

Reserve Banks of Richmond, Atlanta, and San Francisco, 

respectively 


Mr. Axilrod, Staff Director and Secretary 
Mr. Bernard, Assistant Secretary 
Mrs. Steele, Deputy Assistant Secretary
Mr. Bradfield, 21  General Counsel 
Mr. Kichline, ETonomist 
Mr. Truman, Economist (International) 

Messrs. Balbach, J ,  Davis, R. Davis, T. Davis, 
Kohn, Lindsey, Prell, and Siegman,
Associate Economists 

Mr. Sternlight, Manager for Domestic Operations, System 

Open Market Account 


Mr. Cross, Manager for Foreign Operations, System

Open Market Account 


-1/ Left meeting after action to approve minutes of February meeting and 
reentered before action to adopt domestic policy directive. 

-2 1  Entered meeting before action to adopt domestic policy directive. 
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Mr. Coyne,l/ Assistant to the Board of Governors 

Mr. Roberta,l/ Assistant to the Chairman, Board of Governors 

Mr. Gemmill,-Staff Adviser, Division of International 


Finance, Board of Governors 
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Board of Governors 


Messrs. Broaddus, Lang, Rolnlck, bsenblum, Scheld, 
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Atlanta, respectively 


Mr. McNees, and Ms. Clarkin, Vice Presidents, Federal 

Reserve Banks of Boston and New York, respectively 


-11 Entered meeting after action to approve minutes of'Pebruary meeting. 



T r a n s c r i p t  of F e d e r a l  Open Market Committee Meet ing of 
A p r i l  1 ,  1 9 8 6  

MR. WALLICH. I nominate  P a u l  Volcker  a s  Chairman. Is  t h e r e  
a n o t h e r  c h o i c e ?  I t a k e  it t h a t  t h e  mot ion  i s  approved .  

CHAIRMAN VOLCKER. I h a v e n ’ t  hea rd  any o b j e c t i o n .  We need a 
Vice Chairman. t o o .  

MR. WALLICH. I nominate  Gera ld  Cor r igan  t o  s e r v e  a s  Vice 
Chairman of  t h e  Committee f o r  t h e  y e a r  ahead .  Is  t h e r e  a second?  

S P E A K E R ( ? ) .  Second 

CHAIRMAN VOLCKER. Without o b j e c t i o n ,  M r .  Cor r igan  w i l l  be  
Vice Chairman. 

MR. BLACK. You d i d n ’ t  g i v e  us enough t i m e ,  Mr. Chairman. 
We’d have o b j e c t i o n s  t o  t h a t  one!  

CHAIRMAN VOLCKER. We have a l i s t  of (proposed]  o f f i c e r s .  Do 
you want t o  r e a d  t h e  l i s t .  Mr. Bernard?  

MR. BERNARD. 
S t a f f  D i r e c t o r  and S e c r e t a r y ,  S tephen  Axi l rod  
A s s i s t a n t  S e c r e t a r y ,  Normand Bernard  
Deputy A s s i s t a n t  S e c r e t a r y .  Nancy S t e e l e  

Genera l  Counse l ,  Michael  B r a d f i e l d  

Deputy Genera l  Counse l ,  James Oltman 

Economis t ,  James K i c h l i n e  

Economist ( I n t e r n a t i o n a l ) ,  Edwin Truman 


A s s o c i a t e  Economists  from t h e  Board: 
Donald Kohn; 
David L indsey ;
Michae l  P r e l l ;  and 
C h a r l e s  Siegman. 

A s s o c i a t e  Economists  from t h e  Reserve  Banks: 
Ana to l  Ba lbach ,  proposed by P r e s i d e n t  Melzer :  
John D a v i s ,  proposed by P r e s i d e n t  Horn: 
R icha rd  D a v i s ,  proposed by P r e s i d e n t  C o r r i g a n :
Thomas D a v i s ,  proposed by P r e s i d e n t  Guffey ;  and 
A l i c i a  Munnel, proposed by P r e s i d e n t  Morris. 

CHAIRMAN VOLCKER. Do w e  have a mot ion ,  i f  t h a t ’ s  
a p p r o p r i a t e ?  

V I C E  CHAIRMAN CORRIGAN. So  moved. 

CHAIRMAN VOLCKER. Is it seconded? 

S P E A K E R ( ? ) .  Second.  

CHAIRMAN VOLCKER. Without o b j e c t i o n .  Do we have a mot ion  on 
t h e  r e d e s i g n a t i o n  o f  t h e  New York Reserve  Bank a s  a g e n t  [ f o r  t h e  
System Open Market Account ]?  

S P E A K E R ( ? ) .  So moved. 
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CHAIRMAN VOLCKER. I did hear a second someplace! 


MS. SEGER. I’ll second. 


CHAIRMAN VOLCKER. Without objection. We have Mr. Sternlight
and Mr. Cross as Managers, with the concurrence of the New York Bank I 
assume. No objections to that. You have a series of what are listed 
on my agenda as policy instruments. We renew those once a year. I 
assume everybody has had a chance to l o o k  at them and I don’t know of 
any questions being raised. With no objections, those are approved.
There’s one item that may not be on your agenda. We need one member 
of the Committee and an alternate to serve for Freedom of Information 
appeals. I understand this is not terribly burdensome: there haven’t 
been any appeals from 1978 to 1985. Rut there is now an appeal
pending, I understand. Governor Rice serves in that function with 
Governor Johnson as an alternate for the Board of Governors, and it 
may be convenient just to have them also serve for the Committee if 
that’s all right with them and all right with the Committee. Hearing 
no objections--apparently there’s an appeal on which you will have to 
rule. Now we’re through with the annual organizational work. We can 
go to foreign currency operations, Mr. Cross. Oh, wait a minute! I’m 
sorry. We have to approve the minutes [of the previous meeting]. Is 
there a motion on the minutes? 

MS. SEGER. I’ll move them. 


SPEAKER(?). Second. 


CHAIRMAN VOLCKER. Without objection. Mr. Cross 


MR. CROSS. [Statement--seeAppendix.] 


CHAIRMAN VOLCKER. Any questions or comments? 


MS. SEGER. Did you see the article in The New York Times 
Sunday by Bergsten suggesting that the yen should appreciate still 
further to about 1 5 0 ?  

MR. CROSS. Well, Rergsten has been saying that for a long,

long time. If you look strictly at trade considerations and 

competitive considerations, that’s what seems to be influencing his 

thinking. But of course, the other side of the question is that there 

are a lot of other elements that enter into the balance of payments

other than trade--particularlythese capital movements. That’s why I 

mentioned the point about the continued narrowing of the interest rate 

differentials. That’s the other side of the problem in this. 


MS. SEGER. You don’t think he has a very typical view then? 


MR. CROSS. Well, no. I would say that if you just look at 

the trade position and the competitive position you can come to one 

conclusion about where the dollar ought to be. Obviously, we still 

have a very substantial trade deficit. I think all the economists 

would agree that we haven’t begun to see much of the benefits of the 

exchange rate changes that already have taken place. And that would 

provide some considerable improvement to our trade position. Rut we 

have an enormous trade deficit to deal with. If you’re looking at it 

strictly from that viewpoint, you could persuade yourself that a 
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[unintelligible] very substantial, and even the very large

devaluations and depreciations that we’ve seen are not going to 

eliminate the trade deficit. But you can also argue that you can’t 

expect to eliminate all of this huge trade deficit purely by exchange 

rate moves. There have to be other things in there, such as growth in 

the other countries. And you also have to watch very carefully the 

effects of this on capital flows and whether the kind of exchange rate 

movements he’s talking about may lead to great problems for us on the 

capital side. 


CHAIRMAN VOLCKER. You can quote some economists, or one 

anyway, who says the rate has to get down to 100 yen to the dollar. 


MS. SEGER. Ooh! 


CHAIRMAN VOLCKER. Not right tomorrow, but he kind of makes 

it tomorrow. That’s the most extreme. 


MS. SEGER. I thought 160 was a little extreme: 100 is worse. 


CHAIRMAN VOLCKER. Any other comments or questions? We 

haven’t had any transactions. 


MR. CROSS. No, we haven’t had any transactions. 


CHAIRMAN VOLCKER. Mr. Sternlight. 


MR. STERNLIGHT. [Statement--seeAppendix.] 


CHAIRMAN VOLCKER. Questions? 


MR. MELZER. Peter, there’s no evidence in the funds market 

of the change to daylight overdrafts? I guess with the quarter-end-


MR. STERNLIGHT. It has been smothered over by the impact of 

the quarter-end, as you mentioned President Melzer. But our 

impression. both from seeing that activity on Thursday and from a 

number of conversations with funds managers, is that it was no great

problem. I think they saw it coming and were pretty well prepared for 

it. We did get the sense that some of the rise in excess reserves in 

the past few months was already foreshadowing this greater attention 

to the overdraft potential. 


VICE CHAIRMAN CORRIGAN. Yes, there was some suggestion that 
the problems that occurred on Thursday may have been related to the 
caps, but that was not true. One of the big banks had a CHIPS problem
that kept us up late again, but it had nothing whatever to do with 
caps. 

MR. JOHNSON. Peter, what’s the normal spread between the 

funds rate and the 3-month bill rate? It’s about a point now, and I 

just wondered. 


MR. STERNLIGHT. Well. it normally would be less than that. 
I think it’s fair to say that bills are currently priced with an 
expectation of the funds rate being lower than the recent 7 - 3 / 8
percent--call it, on average maybe 7-1/8 or 7 percent, or something
like that. I’m not sure there’s any one single figure that is normal, 
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b u t  I t h i n k  t h e  s p r e a d  now i s  toward t h e  wide s i d e  of  what has  been a 
t y p i c a l  r a n g e .  I t  maybe c e n t e r s  around 1 1 2  a p o i n t  o r  something l i k e  
t h a t .  

CHAIRMAN VOLCKER. If t h e r e  a r e  no o t h e r  q u e s t i o n s ,  w e  w i l l  
t u r n  t o  M r .  K i c h l i n e .  Oh, w a i t  a minute!  We have t o  r a t i f y  t h e  
t r a n s a c t i o n s .  

V I C E  CHAIRMAN C O R R I G A N .  I ’ l l  move i t .  

MS. SEGER. Second. 

CHAIRMAN VOLCKER. Without o b j e c t i o n .  M r .  K i c h l i n e .  

MR. K I C H L I N E .  [ S t a t e m e n t - - s e e  Appendix.]  

CHAIRMAN VOLCKER. J i m ,  I was c u r i o u s  a s  t o  why y o u ’ r e
p r o j e c t i n g  f u r t h e r  d e p r e c i a t i o n  o f  t h e  d o l l a r  o v e r  t h e  l a s t  Greenbook. 
Is it b a s i c a l l y  lower  i n t e r e s t  r a t e s ,  o r  what?  

MR. K I C H L I N E .  Do you mind if I l e t  my c o l l e a g u e  answer? 

MR. TRUMAN. I t ’ s  p a r t l y  j u s t  i n  r e c o g n i t i o n  of t h e  f a c t  t h a t  
t h e  d o l l a r  had a l r e a d y  reached  a lower l e v e l  t h a n  w e  were p r o j e c t i n g  
a t  t h e  t i m e  o f  t h e  l a s t  Greenbook. The o t h e r  p a r t  of it i s  t h a t ,  w i t h  
t h e  lower i n t e r e s t  r a t e s ,  w e  f e l t  t h a t  it made more s e n s e  t o  assume 
somewhat more d e p r e c i a t i o n .  

MR. MELZER. You assume 2 0  p e r c e n t  ove r  t h e  y e a r  

MR. TRUMAN. Most o f  t h a t ,  o r  h a l f  o f  t h a t ,  we’ve a l r e a d y
had .  

MR. MELZER. What abou t  1987? 

MR. TRUMAN. [Another]  5 p e r c e n t .  I n  1987 t h e  l e v e l  a t  t h e  
end o f  t h e  f o r e c a s t  p e r i o d  i s  roughly  1 0  p e r c e n t  lower  t h a n  we had [ i n
t h e  l a s t  Greenbook] .  

CHAIRMAN VOLCKER. You a r e  u s i n g  t h e  assumpt ion  of  $ 1 6  f o r  
t h e  o i l  p r i c e .  I t ’ s  a n  a r e a  where nobody knows. But what would t h e  
p r i c e  o f  o i l  s o l d  i n  t h e  Uni ted  S t a t e s  t o d a y  be?  Do you have any 
i d e a ?  

MR. TRUMAN. The p o s t e d  p r i c e s ,  I t h i n k ,  a r e  a l i t t l e  l e s s  
t h a n  t h a t  now: my u n d e r s t a n d i n g  i s  t h e y  a r e  i n  t h e  $15 o r  $16 r a n g e .
Mike s a y s  $12-$15.  T h a t ’ s  n o t  t h e  s p o t  p r i c e  b u t  t h e  p r i c e  a t  which 
t h e  l a r g e  companies w i l l  buy.  

CHAIRMAN VOLCKER. Wel l ,  t h i s  i s  t h e  t i m e  f o r  any commentary
t h a t  t h e  Committee members might  want t o  make on t h e  b u s i n e s s  s c e n e .  
Mr. Boehne. 

MR. BOEHNE. I t h i n k  t h i s  i s  one o f  t h o s e  t i m e s  when you have 
t o  d e c i d e  whether  you t r u s t  what you can s e e  and t o u c h  h e r e  and now, 
o r  whether  you t r u s t  your  a b i l i t y  t o  l o o k  ahead .  Normally.  I come 
down on t h e  s i d e  o f  t r u s t i n g  what I can  s e e  h e r e  and now. And what I 
s e e  i s  c l e a r l y  modest growth:  n o t  t e r r i b l e ,  n o t  g r e a t ,  b u t  somewhere 
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i n  b e t w e e n - - v e r y  u n s p e c t a c u l a r .  But I t h i n k  t h i s  i s  n o t  a normal 
t i m e .  T h e r e f o r e ,  I am i n c l i n e d  t o  p u t  more weight  on what w e  t h i n k  i s  
go ing  t o  happen down t h e  l i n e .  J i m  h a s  t i c k e d  o f f  t h e  f a m i l i a r  
r e a s o n s  f o r  t h a t :  b u t  it does  seem t o  me t h a t  t h i s  i s  a v e r y  unusua l  
l o a d i n g  of t h e  gun w i t h  a l o t  of economic f i r e  power. We have a 
number of t h i n g s  coming t o g e t h e r  t h a t  a r e  r a t h e r  u n u s u a l .  The drop  i n  
l o n g - t e r m  r a t e s  j u s t  s i n c e  t h e  beg inn ing  of t h e  y e a r  h a s  been around 
2 0 0  b a s i s  p o i n t s .  Now, we know t h a t  t a k e s  a l a g  t o  a f f e c t  t h e  
economy. We a r e  s e e i n g  t h e  e f f e c t  where one would expec t  t o  see it 
f i r s t :  i n  t h e  hous ing  marke t .  The v a l u e  of  t h e  d o l l a r  has  shown a b i g  
drop  o f  30  p e r c e n t :  t h e r e ’ s  n o t  a whole l o t  [ y e t ]  t o  s e e  t h e r e ,  b u t  a t  
l e a s t  some of  t h e  peop le  i n  my D i s t r i c t  s a y  t h a t  w h i l e  t h e  o r d e r s  a r e  
n o t  coming i n ,  c e r t a i n l y  t h e  i n t e r e s t  from f o r e i g n  buye r s  i s  t h e r e  and 
t h e y  s e e  t h e  b e g i n n i n g s  o f  t h a t  p r o c e s s .  A f a c t o r  which was n o t  
ment ioned i s  t h e  huge run -up  i n  s t o c k  p r i c e s .  We have had a 25  
p e r c e n t  run-up  i n  s t o c k  p r i c e s  t h i s  y e a r  and t h a t ,  t o  s a y  n o t h i n g  of  
o i l  p r i c e s ,  has  t o  have a p o s i t i v e  impact  on consumer s p e n d i n g .
Admi t t ed ly ,  we a r e  i n  a s l u g g i s h  p e r i o d :  t h e r e  i s n ’ t  a l o t  of ha rd  
ev idence  t o  hang o n e ’ s  h a t  on .  But it j u s t  seems t o  m e  t h a t  we have 
t h i s  c o n f l u e n c e  of f a c t o r s  t h a t  a r e  s o  l a r g e  and p o t e n t i a l l y  s o  
powerfu l  t h a t  I come down on t h e  s i d e  of t h i n k i n g  t h a t  t h e  second h a l f  
of  t h e  y e a r  w i l l  be  a good b i t  s t r o n g e r  t h a n  t h e  f i r s t  h a l f .  

CHAIRMAN VOLCKER. M r .  Me lze r .  

MR. MELZER. One a s p e c t  t h a t  h a s  n o t  been ment ioned ,  w i t h  
r e s p e c t  t o  lower i n t e r e s t  r a t e s  and t h e i r  e f f e c t  on h o u s i n g ,  i s  t h e  
t remendous amount of r e f i n a n c i n g  t h a t  i s  go ing  on .  I n  t e r m s  o f  
a n e c d o t a l  e v i d e n c e ,  I have hea rd  of some of our  branch  d i r e c t o r s  
t a l k i n g  i n  terms of hav ing  6 ,  8 ,  10  peop le  on t h e  phone j u s t  t o  t a k e  
names and s a y :  We’ll c a l l  you back  abou t  your  r e q u e s t .  I n  due c o u r s e  
I t h i n k  t h i s  i s  go ing  t o  a f f e c t  c a s h  f low o f  consumers q u i t e  
s i g n i f i c a n t l y .  An i n t e r e s t i n g  comment we p icked  up from a r e t a i l e r  
was t h a t  he f e l t  t h a t  was a f a c t o r  t h a t  was r e a l l y  h o l d i n g  down r e t a i l  
s a l e s  i n  t h e  s h o r t  run  a s  peop le  i n c u r r e d  t h e  f r o n t - e n d  c o s t s  of 
r e f i n a n c i n g .  And, of c o u r s e ,  t h e  b e n e f i t s  i n  t e r m s  of t h e  c a s h  f l o w  
w i l l  be  s p r e a d  o u t  o v e r  t i m e .  I would s a y  i n  g e n e r a l  t h a t  i n  t h e  
E i g h t h  D i s t r i c t  t h e  s i t u a t i o n  l o o k s  p r e t t y  good. We have t h e  same 
mixed p i c t u r e  b u t  some r e t a i l e r s  we t a l k e d  t o  have seen  g a i n s  of  
a lmos t  1 0  p e r c e n t  on a y e a r - t o - y e a r  b a s i s  i n  t h e i r  s a l e s .  Auto s a l e s  
a r e  c l e a r l y  s low,  a l t h o u g h  t h e  manufac tu r ing  t h a t  we have i n  o u r  
D i s t r i c t  seems t o  be i n  models t h a t  a r e  n o t  backed up i n  t e rms  of  
i n v e n t o r i e s ,  s o  t h e r e  i s  n o t  an a n t i c i p a t i o n  o f  b i g  employment
c u t b a c k s  t h e r e .  I n  terms of new h o u s i n g ,  a g a i n .  t h a t  i s  somewhat 
mixed. But i n  t h e  b e t t e r  a r e a s ,  S t .  Lou i s  and L o u i s v i l l e  i n  
p a r t i c u l a r ,  home b u i l d e r s  a r e  l o o k i n g  f o r  1 5  t o  20 p e r c e n t  y e a r - t o -
y e a r  g a i n s .  I would s a y  t h e  same t h i n g  t h a t  Ed was s a y i n g :  I t ’ s  
s t r a n g e  t h a t  t h e  d a t a  we have seen  l a t e l y  on t h e  economy and how it i s  
do ing  r i g h t  now a r e  q u i t e  p o o r ,  and y e t  I s e n s e  i n  j u s t  t a l k i n g  t o  
peop le  t h a t  i n  g e n e r a l  t h e r e  i s  a l o t  more c o n f i d e n c e  abou t  t h e  
o u t l o o k  r i g h t  now t h a n  t h e r e  was a month o r  two ago when we  were 
s e e i n g  much b e t t e r  c u r r e n t  d a t a .  

CHAIRMAN VOLCKER. Mrs. Horn 

MS. HORN. I a g r e e  b o t h  w i t h  Ed and Tom. I am puzz led  a s  t o  
why we  h a v e n ’ t  s e e n  more s t r e n g t h  i n  t h e  economic numbers.  If someone 
had t o l d  me f o u r  months ago where o i l  p r i c e s  would be  and where 
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i n t e r e s t  r a t e s  would b e  t o d a y ,  I c e r t a i n l y  would have p r e d i c t e d  a 
d i f f e r e n t  o v e r a l l  l e v e l  of economic a c t i v i t y  t h a n  we f i n d  t o d a y .  I 
c o n t i n u e  t o  expec t  s t r e n g t h  a s  I look  around me i n  t h e  D i s t r i c t .  I 
s e e  a r e a s o n a b l e  amount of con f idence  i n  t h e  D i s t r i c t :  nobody i s  
compla in ing ,  r e a l l y .  Both t h e  f a l l  i n  t h e  exchange r a t e  and t h e  lower 
i n t e r e s t  r a t e s  a r e  expec ted  t o  have some s p i l l o v e r  i n t o  t h e  heavy 
c a p i t a l  goods i n d u s t r y  by t h e  peop le  i n  t h o s e  i n d u s t r i e s  i n  my 
D i s t r i c t .  I n  t h e  s t e e l  i n d u s t r y  we have seen  an improvement i n  
margins  and o r d e r s ,  which may be r e l a t e d  t o  l a b o r  n e g o t i a t i o n s  even 
though t h e y  a r e  done company by company t h i s  y e a r .  There  a r e  o l d  
h a b i t s  o f  p u r c h a s i n g  a g e n t s  t h a t  s t i l l  may be  i n  e f f e c t ,  so  we d o n ' t  
know how r e a l  t h a t  i s  i n  t h e  s t e e l  i n d u s t r y  a t  t h i s  t i m e .  Our banke r s  
a r e  r e p o r t i n g ,  a s  a r e  Tom's, t h i s  ex t r eme ly  h i g h  l e v e l  o f  a c t i v i t y .
I n  t h e  F o u r t h  D i s t r i c t  i t  i s  more i n  t h e  r e f i n a n c i n g  a r e a  t h a n  t h e  new 
b u i l d i n g  a r e a .  We s e e  t h a t  heavy r e f i n a n c i n g  on t h e  commercial  s i d e  
a s  w e l l .  Again ,  t h e  new a c t i v i t y  i n  t h a t  a r e a  i s  n o t  s o  s t r o n g  where 
our  b u i l d e r s  a r e  e x p r e s s i n g  more and more concern  about  t h e  overhang.
A l l  i n  a l l ,  I guess  I a g r e e  w i t h  t h i s  g e n e r a l  a t t i t u d e  of  c o n f i d e n c e  
t h a t  I s e e  around my D i s t r i c t .  I c o n t i n u e  t o  e x p e c t  s t r e n g t h  i n  t h e  
economy, s o  I d o n ' t  know whether  t o  c h a r a c t e r i z e  my s t a n c e  a s  wa tch fu l  
p a t i e n c e  o r  w a t c h f u l  c o n c e r n .  On t h e  concern  s i d e ,  I t h i n k  t h a t  we 
w i l l  have some t i m e  t o  r e a c t  i f  t h e  economic numbers come i n  weaker i n  
t h e  f u t u r e  t h a n  I e x p e c t .  Maybe [ u n i n t e l l i g i b l e ]  i s  a l l  b u t  t h e  
m u n i c i p a l  s e c t o r :  t h o s e  f o l k s  a r e n ' t  v e r y  happy w i t h  t h e  p r o s p e c t  of 
t h e  f e d e r a l  budget  d e f i c i t  r e d u c t i o n .  

CHAIRMAN VOLCKER. M r .  F o r r e s t a l .  

MR. FORRESTAL. Mr. Chairman, I would d e s c r i b e  a c t i v i t y  i n  
' t h e  S i x t h  D i s t r i c t  a s  improving  s i n c e  t h e  end of  t h e  y e a r .  We d i d  
have a downturn i n  t h e  f o u r t h  q u a r t e r ,  b u t  i n  g e n e r a l  t h i n g s  a r e  
l o o k i n g  up and I t h i n k  t h e  o u t l o o k  i s  q u i t e  p romis ing .  What pe rhaps
i s  more i n t e r e s t i n g  and more encouraging  i s  t h e  f a c t  t h a t  g r o w t h  would 
seem t o  be more ba l anced  a s  t h e  manufac tu r ing  s e c t o r ,  p a r t i c u l a r l y  
t e x t i l e s  and a p p a r e l s ,  g e t  some of t h e  b e n e f i t s  o f  a d e c l i n i n g  d o l l a r  
and lower i n t e r e s t  r a t e s .  Employment i s  g e n e r a l l y  up around t h e  
D i s t r i c t ,  and unemployment i s  down excep t  i n  t h e  energy  s t r i c k e n  a r e a  
of L o u i s i a n a  where I unde r s t and  t h a t  t h e  unemployment r a t e  i s  now t h e  
h i g h e s t  i n  t h e  Uni ted  S t a t e s .  The s e r v i c e s  s e c t o r  c o n t i n u e s  t o  be 
v e r y  good. The weak s p o t s  i n  a d d i t i o n  t o  e n e r g y ,  which i s  a f f e c t i n g  
b a s i c a l l y  L o u i s i a n a  and s o u t h e r n  Alabama, a r e  i n  t h e  a g r i c u l t u r a l  and 
commercial  r e a l  e s t a t e  s e c t o r s .  We have i n c r e a s i n g l y  h i g h  vacancy 
r a t e s  i n  t h e  major  c i t i e s  o f  t h e  S o u t h e a s t  b u t ,  i n t e r e s t i n g l y ,  t h e  
b u i l d i n g  c o n t i n u e s  t o  go on .  Where t h e r e  h a s  been some s l a c k e n i n g  of  
commercial  r e a l  e s t a t e  development ,  i t  seems t o  have s p i l l e d  o v e r  i n t o  
t h e  l i g h t  i n d u s t r y  development .  

I n  a more g e n e r a l  s e n s e  we have n o t  changed o u r  o u t l o o k  v e r y  
much: I a g r e e  w i t h  t h e  o t h e r s  who s a i d  t h a t  t h e  c u r r e n t  i n f o r m a t i o n  
l o o k s  a l i t t l e  d i s a p p o i n t i n g  b u t  t h e r e  seems t o  be an awful  l o t  i n  t h e  
p i p e l i n e  t h a t  would i n d i c a t e  t h a t  a c t i v i t y  i n  t h e  second h a l f  of t h e  
y e a r  i s  going  t o  be  c o n s i d e r a b l y  b e t t e r .  We b a s i c a l l y  a g r e e  w i t h  t h e  
Greenbook. I t h i n k  t h a t  some o f  t h e  d i sappo in tmen t  t h a t  w e  are  s e e i n g  
i n  t h e  numbers i s  due t o  t h e  c u t b a c k s  i n  o i l - r e l a t e d  a c t i v i t i e s  and 
s h a r p  p r i c e  c u t s  b e f o r e  t h e  s t i m u l u s  of  t h o s e  lower p r i c e s  g e t s  i n t o  
t h e  p i p e l i n e .  The b u s i n e s s  peop le  t h a t  I t a l k  t o  around t h e  D i s t r i c t  
a r e  ex t r eme ly  o p t i m i s t i c ,  and I s t r e s s  " e x t r e m e l y . "  I d o n ' t  h e a r  any 
p e s s i m i s t i c  t a l k  a t  a l l .  Toward t h e  end of  t h e  y e a r ,  j u s t  a f t e r  
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Chr i s tmas ,  peop le  were beg inn ing  t o  murmur a l i t t l e  about  a n a t i o n a l  
r e c e s s i o n .  I h e a r  n o t h i n g  a t  a l l  about  t h a t :  peop le  seem t o  be  paying  
a l o t  of a t t e n t i o n  t o  t h e  low energy  p r i c e s ,  t h e  s t o c k  market  r a l l y ,
and t h e  bond [market]  r a l l y .  So  t h e r e  i s  a good d e a l  of c o n f i d e n c e .  
Whether t h a t  w i l l  s p i l l  o v e r  i n t o  i n c r e a s e d  b u s i n e s s  f i x e d  
i n v e s t m e n t s ,  I t h i n k  it i s  a l i t t l e  e a r l y  t o  t e l l .  The o t h e r  t h i n g  I 
h e a r  l e s s  abou t  t h e s e  days i s  t h e  impact  of  t h e  d e c l i n i n g  d o l l a r :  
peop le  a r e  n o t  t a l k i n g  abou t  t h a t  a s  much. We do h e a r  s p o r a d i c  
r e p o r t s  o f  h i g h e r  p r i c e s :  we  hea rd  from someone t h e  o t h e r  d a y ,  f o r  
example,  who i n d i c a t e d  t h a t  [ p r i c e s  o f ]  impor t s  o f  machinery a r e  
beg inn ing  t o  i n c r e a s e .  T h i s  i s  machinery from Japan  and due t o  t h e  
f ac t  t h a t  t h i s  c o n t a c t  i s  now locked  i n t o  t h a t  J apanese  market  he  
f i n d s  t h i s  v e r y  d i s t u r b i n g .  But t h e s e  r e p o r t s  of h i g h e r  p r i c e s  a r e  
v e r y ,  v e r y  s p o t t y .  I n  g e n e r a l ,  t h i n g s  i n  our  a r e a  a r e  p r e t t y  good, 
excep t  f o r  t h e  one o r  two a r e a s  r e l a t e d  t o  ene rgy  and a g r i c u l t u r e .  I n  
terms of a p o l i c y  p r e s c r i p t i o n ,  a l l  o f  t h i s  would i n d i c a t e  t o  m e  t h a t  
perhaps  we ought  t o  s i t  back and pause f o r  a l i t t l e  w h i l e .  

CHAIRMAN VOLCKER. M r .  P a r r y .  

MR. PARRY. Mr. Chairman, a l t h o u g h  r e c e n t  s t a t i s t i c s  
c e r t a i n l y  p r e s e n t  a mixed p i c t u r e  of t h e  economy, I b e l i e v e  t h a t  t h e  
fundamenta ls  w i l l  produce a r e l a t i v e l y  s t r o n g  p ickup i n  t h e  second 
h a l f .  Our f o r e c a s t  f o r  t h e  second h a l f  o f  t h e  y e a r  i s  a l i t t l e  l e s s  
r o b u s t  t h a n  t h e  Board s t a f f ’ s  f o r e c a s t ,  b u t  I t h i n k  t h a t  i s  due t o  t h e  
f a c t  t h a t  w e  do n o t  have t h e  d o l l a r  d e c l i n i n g  as  s h a r p l y  a s  t h e  Board 
s t a f f ’ s  f o r e c a s t  d o e s .  P l u s ,  we do n o t  have t h e  same t e r m  s t r u c t u r e  
ad jus tmen t  t h a t  p roduces  a s  low l o n g - t e r m  r a t e s  a s  i n  t h e i r  f o r e c a s t .  
I n  any c a s e ,  we a r e  e x p e c t i n g  r e a l  growth t o  ave rage  roughly  3 p e r c e n t  
f o r  1986 and a s i m i l a r  growth r a t e  f o r  1987. Our i n f l a t i o n  r a t e s  a r e  
q u i t e  s i m i l a r .  We d o n ’ t  have a s  much of an i n c r e a s e  i n  i n f l a t i o n  i n  
1987 b u t  I t h i n k  t h a t  a g a i n  i s  p robab ly  due t o  t h e  d i f f e r e n c e  i n  
assumpt ions  abou t  t h e  v a l u e  o f  t h e  d o l l a r  between us  and t h e  Board ’ s  
s t a f f .  

A s  f o r  developments  i n  t h e  D i s t r i c t ,  I t h i n k  t h e r e  i s  b a s i c  
s t r e n g t h  i n  t h e  Twe l f th  D i s t r i c t  b u t  t h e  p i c t u r e  i s  s t i l l  somewhat 
mixed. We do have weakness c o n t i n u i n g  i n  a g r i c u l t u r e ,  and energy  has  
impar t ed  a l o t  of weakness i n  c e r t a i n  a r e a s  o f  C a l i f o r n i a  and has  
produced v e r y  bad e f f e c t s  i n  Alaska .  But i n  t h e  f o r e s t  p r o d u c t s  a r e a ,  
where we have had n o t h i n g  b u t  weakness i n  t h e  l a s t  s e v e r a l  y e a r s ,  we 
a r e  b e g i n n i n g  t o  h e a r  more o p t i m i s t i c  t a l k :  and even i n  a g r i c u l t u r a l
t h e r e  i s  some improvement,  I t h i n k ,  p a r t i c u l a r l y  i n  t h o s e  a r e a s  such  
a s  almonds and wine where t h e r e  a r e  e x p o r t  marke t s  t h a t  a r e  of some 
s i g n i f i c a n c e .  The employment p i c t u r e  i n  C a l i f o r n i a ,  I would i n t e r p r e t  
as b e i n g  r e l a t i v e l y  good. There have been s t e a d y  g a i n s  i n  employment
i n  C a l i f o r n i a .  We have s e e n  a v e r y  e r r a t i c  p i c t u r e  f o r  t h e  growth of 
t h e  l a b o r  f o r c e  and t h a t  h a s  caused  t h e  unemployment r a t e  t o  jump
around most r e c e n t l y  f rom 5 .8  t o  7 . 2  p e r c e n t .  But t h a t  i s  s o l e l y  t h e  
e f f e c t  of  changes  i n  t h e  l a b o r  f o r c e  and employment c o n t i n u e s  t o  r i s e .  
A s  f o r  o t h e r  a r e a s  of s t r e n g t h  i n  t h e  Twe l f th  D i s t r i c t :  c o n s t r u c t i o n  
i s  q u i t e  s t r o n g :  r e s i d e n t i a l  c o n s t r u c t i o n  and a e r o s p a c e  remain s t r o n g :
and commercial  a i r c r a f t  o r d e r s  t h roughou t  t h e  D i s t r i c t - - W a s h i n g t o n  and 
C a l i f o r n i a .  i n  p a r t i c u l a r - - a r e  q u i t e  s t r o n g .  One s m a l l  comment on Tom 
M e l z e r ’ s  p o i n t :  We a r e  s e e i n g  r e f i n a n c i n g s  t h a t  o f t e n t i m e s  i n v o l v e  a 
l o a n  t h a t  i s  somewhat l a r g e r  t h a n  t h e  e x i s t i n g  l o a n .  I n  a d d i t i o n  t o  
t h a t ,  t h e r e  a r e  a l o t  o f  l e n d e r s  who w i l l  f o l d  t h e  p o i n t s  i n t o  t h e  
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l o a n  i t s e l f .  S o ,  I d o n ’ t  know how much of a c a s h  f low b ind  
r e f i n a n c i n g  i s  i n  t h e  s t a t e  o f  C a l i f o r n i a .  

CHAIRMAN VOLCKER. I t  seems t o  m e  t h a t  I r e a d  someth ing  t o  
t h e  e f f e c t  t h a t  Alaskan o i l  b e g i n s  c l o s i n g  [down] when t h e  p r i c e  g e t s  
down t o  around $10 o r  so. The p r i c e  i s  g e t t i n g  down t o  around $10 o r  
s o .  Do w e  s t i l l  f e a r  t h a t ?  

MR. PARRY. I t h i n k  t h a t  Alaska i s  a d i s a s t e r  s i t u a t i o n .  

CHAIRMAN VOLCKER. Wel l ,  a l o t  of  t h a t  i s  revenue f o r  t h e  
government.  

MR. PARRY. T h a t ’ s  r i g h t .  

CHAIRMAN VOLCKER. A t  t h e s e  p r i c e s  i s  t h e r e  t a l k  of a c t u a l l y  
d e c r e a s i n g  p r o d u c t i o n ?  

MR. PARRY. I h a v e n ’ t  hea rd  of any .  

MS. HORN. We have S tanda rd  O i l  i n  Ohio and of c o u r s e  t h e y  
have a b i g  North S lope  i n v e s t m e n t :  t h e y  a r e  n o t  t a l k i n g  y e t  abou t  
d e c r e a s i n g  p r o d u c t i o n  t h e r e .  They have some major  c a p i t a l  
e x p e n d i t u r e s - - t h e y  a r e  ha l fway th rough  a f o u r - y e a r  program t h a t  t h e y  
a r e  c o n s i d e r i n g  s t o p p i n g  i n  i t s  t r a c k s - - t h a t  t h e y  a r e  mee t ing  on t h a t  
t h e s e  d a y s .  They h a v e n ’ t  made t h a t  d e c i s i o n  y e t .  But t h e y  h a v e n ’ t  
y e t  t a l k e d  about  p r o d u c t i o n  c u t b a c k s .  They have c e r t a i n l y  t a l k e d  
abou t  how t h e  s t a t e  of Alaska i s  going:  it i s  j u s t  l i k e  d e a l i n g  w i t h  a 
f o r e i g n  government ,  t h e y  s a y .  

CHAIRMAN VOLCKER. I h a t e  t o  r a i s e  d i s c o n c e r t i n g  t h o u g h t s
when I h e a r  about  t h e s e  s t r e n g t h s  i n  t h e  second h a l f  of t h e  y e a r .  
which I can  u n d e r s t a n d .  I t  i s  a popu la r  f o r e c a s t  t h e s e  d a y s .  But 
what would happen i f  OPEC r e a l l y  got  i t s  a c t  t o g e t h e r  and we suddenly
found o i l  p r i c e s  go ing  up i n  t h e  second h a l f  of  t h e  y e a r  i n s t e a d  of 
down? That  i s  n o t  a v e r y  popu la r  view t h e s e  d a y s ,  b u t  t h e r e  a r e  some 
peop le  who ho ld  i t :  I d o n ’ t  know what t h e  i m p l i c a t i o n s  a r e .  We d o n ’ t  
know whether  t h e y ’ r e  going  t o  do i t ,  much l e s s  t h e  i m p l i c a t i o n s ,  b u t  I 
am n o t  s u r e  t h a t  we can  assume l i g h t l y  t h a t  t h e r e  i s  no p o s s i b i l i t y  of 
t h a t .  

V I C E  CHAIRMAN CORRIGAN.  One t h i n g  t h a t  it would c l e a r l y  d o ,  
i f  it d i d  n o t h i n g  e l s e .  i s  change t h e  bond market  psychology i n  one 
heck o f  a h u r r y .  

CHAIRMAN VOLCKER. M r .  Keehn. 

MR. KEEHN. I n  o u r  p a r t  of t h e  Midwest,  t h e  s i t u a t i o n  a l s o  
seems t o  be improved f o r  t h e  t h r e e  f a m i l i a r  r e a s o n s  t h a t  J i m  
enumera ted .  I t h i n k  t h e  fundamenta ls  a r e  b e t t e r  and I t h i n k  t h e y  have 
been and w i l l  be  enormously h e l p f u l .  A s  I t a l k  t o  p e o p l e ,  I have 
sensed  a s i g n i f i c a n t  improvement i n  t o n e  and a t t i t u d e s  ove r  t h e  l a s t  
coup le  o f  months.  I h a t e  t o  ment ion t h e  a g r i c u l t u r a l  s i t u a t i o n  one 
more t i m e  b u t  I guess  I f e e l  compel led t o .  I had hoped r e a l l y  t h a t  
t h e  s i t u a t i o n  i n  1986 was going  t o  be b e t t e r  t h a n  i n  1985 b u t  I am 
changing  my view on t h a t .  The r a t e  o f  d e c l i n e  c e r t a i n l y  h a s  slowed 
t h i s  y e a r :  b u t  I t h i n k  t h e  y e a r  a s  a whole i s  p robab ly  i s  go ing  t o  be 
worse t h a n  1985.  I t a l k e d  t o  a v e r y  s e n i o r  guy y e s t e r d a y  who t o l d  me 
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abou t  some  l a n d  t h a t  had t r a d e d  a t  $800  t o  $900 an a c r e ,  which i s  t h e  
lowes t  I have hea rd  s o  f a r .  And even a t  t h o s e  low l e v e l s ,  w i t h  t h e  
p r e s e n t  l e v e l  o f  commodity p r i c e s ,  t h i s  l a n d  w i l l  j u s t  b a r e l y  
[ u n i n t e l l i g i b l e ]  c a s h  f l o w .  The exchange v a l u e  of t h e  d o l l a r  i s  
h e l p f u l ,  o f  c o u r s e ,  i n  t h e  a g r i c u l t u r a l  s e c t o r  b u t  t h e  t r a d e  p a t t e r n s  
a r e  l a r g e l y  i n  p l a c e  and a r e  v e r y ,  v e r y  tough t o  c h a n g e - - c e r t a i n l y  so  
soon.  So t h a t  won’t  be q u i t e  a s  h e l p f u l  a s  might  have been e x p e c t e d .
The a g r i c u l t u r a l  equipment b u s i n e s s  i s  go ing  t o  be v e r y  tough t h i s  
y e a r .  I n v e n t o r i e s  a t  t h e  d e a l e r  l e v e l  a r e  ex t r eme ly  h i g h :  t h e y ’ r e
j u s t  n o t  moving, and p r i c i n g  i s  wicked .  So t h e  implement peop le  a r e  
c o n t i n u i n g  t o  l a y  o f f  [workers ]  and t o  c u r t a i l  t h e i r  p r o d u c t i o n ,  and 
t h e y  a r e  go ing  t o  have a tough  y e a r .  The government programs
c e r t a i n l y  a r e  h e l p f u l  b u t  t h e y  a r e  a l s o  v e r y  c o n f u s i n g .  There  i s  a 
new i n d u s t r y  d e v e l o p i n g  i n  t h e  Midwest:  c o n s u l t a n t s  who h o l d  mee t ings  
and t r y  t o  e x p l a i n  t h e  v a r i o u s  a g r i c u l t u r a l  p rograms,  which a r e  v e r y
c o n f u s i n g ,  t o  t h e  f a r m e r s .  Those programs a r e  h e l p f u l ,  b u t  when you
b r e a k  it down on a pe r  f a rm b a s i s ,  p a r t i c u l a r l y  i n  Iowa which i s  a 
c o r n  a r e a ,  t h e  p e r  f a rm a s s i s t a n c e  p rov ided  by government programs
i s n ’ t  a s  g r e a t  a s  one might  have e x p e c t e d .  

J u s t  t o  add o u r  comments abou t  mortgage r e f i n a n c i n g s :  One of  
our  d i r e c t o r s  l a s t  week c h a r a c t e r i z e d  t h i s  y e a r  as  t h e  y e a r  of t h e  
mortgage r e f i n a n c i n g .  H e  q u a n t i f i e d  t h e  d i f f e r e n c e  i n  monthly 
payments between a 14 p e r c e n t  l o a n  and a 1 0  p e r c e n t  l o a n  on a mortgage
l o a n  of some s i z e .  And i n  terms o f  t h e  monthly payments it r e a l l y
does  amount t o  a s i g n i f i c a n t  amount o f  money, which c e r t a i n l y  ought  t o  
be h e l p f u l  f o r  consumer spend ing .  I n  h i s  v iew.  any l o a n  a t  a r a t e  of 
1 1 - 1 1 2  p e r c e n t  o r  ove r  can  be  p r o f i t a b l y  r e f i n a n c e d .  But t h e r e  a r e  
pe rhaps  two n e g a t i v e  a s p e c t s  of  t h i s .  F i r s t ,  he s u g g e s t e d  t h a t  t h e  
impact  of  t h i s  on t h e  t h r i f t s  i s  go ing  t o  be v e r y  v e r y  t o u g h :  t h a t  
y i e l d  on t h e  a s s e t  s i d e  o f  t h e i r  b a l a n c e  s h e e t s  i s  go ing  t o  go down 
s i g n i f i c a n t l y  and t h e  l i a b i l i t y  s i d e  may n o t  be q u i t e  s t r u c t u r e d  t o  
d e a l  w i t h  i t .  Second ly - -and  I t h i n k  w e  a r e  b e g i n n i n g  t o  s e e  t h i s - 
because  of  t h e  v e r y  heavy volume of  r e f i n a n c i n g  go ing  o n ,  it i s  going  
t o  be  t o u g h e r  t o  g e t  f i n a n c i n g  f o r  new homes. T h i s  p o t e n t i a l l y  cou ld  
have a b i t  of an a d v e r s e  e f f e c t  on new home s a l e s .  But a s  we c o n s i d e r  
t h e  o v e r a l l  s i t u a t i o n ,  I t h i n k  my comments w i l l  be s i m i l a r  t o  t h o s e  o f  
o t h e r s :  t h a t  t h e  o u t l o o k  c o n t i n u e s  t o  be p o s i t i v e  and t h a t  t h e  second 
h a l f  o f  t h e  y e a r  ought  t o  show an improvement o v e r  t h e  f i r s t  h a l f .  

CHAIRMAN VOLCKER. Mr. M o r r i s .  

MR. MORRIS.  Well, M r .  Chairman, I t h i n k  t h e  an imal  s p i r i t s  
a r e  r i s i n g  i n  New England .  Our computer i n d u s t r y  went t h rough  a 
d i f f i c u l t  a d j u s t m e n t  l a s t  y e a r .  We had a d e c l i n e  o f  1 2  p e r c e n t  i n  
employment i n  t h e  computer i n d u s t r y  i n  Massachuse t t s  l a s t  y e a r ,  b u t  
t h a t  seems t o  be  t u r n i n g  a round .  The companies a r e  h i r i n g  a g a i n ,  i n  
p a r t  because  t h e y ’ r e  b e g i n n i n g  t o  make s a l e s  i n  Europe a g a i n .  Asked 
if t h i s  i s  a f u n c t i o n  o f  t h e  change i n  t h e  d o l l a r ,  t h e  r e s p o n s e  i s  
“no”  because  t h e y  h a v e n ’ t  changed t h e i r  p r i c e s  i n  t h e  European 
c u r r e n c i e s :  it r e f l e c t s  t h e  improvement i n  c o n d i t i o n s  i n  Europe.  With 
r e s p e c t  t o  your  c o n j e c t u r e  about  o i l  p r i c e s ,  I t h i n k  t h a t  we have been 
w a i t i n g  f o r  a l o n g  t i m e  f o r  t h e  U.S. bond market  t o  b e g i n  t o  r e f l e c t  
t h e  c u r r e n t  r a t e  o f  i n f l a t i o n .  E x p e c t a t i o n s  d o n ’ t  change v e r y  r e a d i l y
i n  t h e  bond marke t :  b u t  once t h e y  d o ,  I d o n ’ t  t h i n k  t h e y  change back 
v e r y  r e a d i l y  e i t h e r .  I t h i n k  t h e  bond market  cou ld  accommodate t h e  
k ind  of l i m i t e d  upward movement i n  o i l  p r i c e s  t h a t  w e  a r e  l i k e l y  t o  
s e e .  S o ,  w h i l e  I would a g r e e  w i t h  t h e  g e n e r a l  c o n f i g u r a t i o n  o f  t h e  
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Board s t a f f ’ s  f o r e c a s t  f o r  a s t r o n g  second h a l f ,  i f  t h e  f o r e c a s t  i s  
w r o n g ,  I t h i n k  it i s  l i k e l y  t o  be  wrong because  it i s  t o o  
c o n s e r v a t i v e .  I t h i n k  t h e  e r r o r s  a r e  l i k e l y  t o  be on t h e  g r e a t e r  
growth s i d e  r a t h e r  t h a n  t h e  l e s s e r .  

CHAIRMAN VOLCKER. Mr. S t e r n .  

MR. STERN. Wel l ,  Chairman, c o n d i t i o n s  i n  our  D i s t r i c t  
c o n t i n u e  mixed. I won’t  go  th rough  t h e  by now f a m i l i a r  problems i n  
a g r i c u l t u r e  and i n  our  s m a l l  energy  p a t c h  and s o  f o r t h .  I t h i n k  t h o s e  
a r e  s i m i l a r  t o  t h e  problems expe r i enced  i n  t h o s e  s e c t o r s  e l sewhere  i n  
t h e  c o u n t r y .  The o t h e r  s i d e  of t h e  c o i n ,  o f  c o u r s e ,  i s  t h a t  i n  t h e  
m e t r o p o l i t a n  a r e a s  t h e  economies a r e  g e n e r a l l y  h e a l t h y .  One t h i n g  
t h a t  i s  go ing  on i n  some o f  t h e  s m a l l e r  m e t r o p o l i t a n  a r e a s  t h a t  h a s n ’ t  
been commented on i s  t h e  e f f e c t  o f  expans ion  and r e f u r b i s h m e n t  o f  
d e f e n s e  i n s t a l l a t i o n s .  I n  p l a c e s  i n  our  D i s t r i c t ,  l i k e  Rapid C i t y  and 
Grea t  F a l l s  and Grand F o r k s ,  t h e r e  i s  a f a i r  amount of t h a t  k ind  o f  
work under  way and it m a t t e r s  i n  p l a c e s  l i k e  t h a t .  

V I C E  CHAIRMAN CORRIGAN.  They a r e  s i t t i n g  n e x t  t o  t h e  copper  
mines .  

MR. STERN. We, t o o ,  a r e  s e e i n g  a t remendous amount o f  
r e f i n a n c i n g  of  mor tgages .  I n  f a c t ,  some of  t h e  l e n d i n g  i n s t i t u t i o n s  
i n  t h e  Twin C i t i e s  have s topped  t a k i n g  a p p l i c a t i o n s  and have s a i d  t h a t  
t h e y  may resume i n  t h e  n e x t  f i v e  o r  s i x  weeks: b u t  t h e y  a r e  j u s t  s o  
backed up t h a t  f o r  t h e  moment t h e y  have  s t o p p e d .  The hous ing  market  
i n  t h e  Twin C i t i e s  g e n e r a l l y  i s  q u i t e  s t r o n g .  Houses a r e  moving v e r y  
q u i c k l y ,  g e n e r a l l y  a t  t h e  a s k i n g  p r i c e ,  which may imply peop le  a r e  
a s k i n g  t o o  l i t t l e .  But r i g h t  now a t  l e a s t ,  t h i n g s  a r e  go ing  v e r y  w e l l  
t h e r e .  I do e x p e c t ,  a s  do many o t h e r s  who have commented a l r e a d y ,
t h a t  t h e  o v e r a l l  economy i s  go ing  t o  s t r e n g t h e n  soon because  t h e  
fundamenta ls  seem t o  be  p o s i t i v e .  I would add t o  t h o s e  fundamenta ls  
t h e  f a c t  t h a t  M 1  h a s  grown a s  r a p i d l y  a s  i t  has  o v e r  t h e  p a s t  y e a r  o r  
more now. T h i s  would s u g g e s t  t o  me, c e r t a i n l y ,  an amply accommodative 
monetary p o l i c y  and ample l i q u i d i t y .  L i q u i d i t y ,  t o o ,  i s  b o o s t e d  o f  
c o u r s e  by t h i s  r e f i n a n c i n g  of  home mor tgages .  To some e x t e n t ,  l i k e  
P r e s i d e n t  Horn, I have been a l i t t l e  s u r p r i s e d  by t h e  f a c t  t h a t  t h e  
economy seems t o  be  c o n t i n u i n g  t o  p lod  ahead w h i l e  a l o t  o f  t h e  
f i n a n c i a l  f a c t o r s - - a  l o t  o f  t h e  fundamen ta l s - -have  improved and have ’ 

improved r a t h e r  d r a m a t i c a l l y .  But I e x p e c t  t h a t  t h i s  s e p a r a t i o n  o r  
d e c o u p l i n g  between what h a s  been happening on t h e  f i n a n c i a l  s i d e  and 
what h a s  been happening  on t h e  r e a l  s i d e  w i l l  p robab ly  end soon and 
t h a t  we w i l l  s e e  s t r e n g t h e n i n g  i n  t h e  o v e r a l l  a c t i v i t y .  

CHAIRMAN VOLCKER. M r .  B l a c k .  

MR. BLACK. Mr. Chairman, t h i s  i s  t u r n i n g  o u t  t o  be  a v e r y  
p l e a s a n t  mee t ing  f o r  me s i n c e  I f r e q u e n t l y  have been an o u t l i e r  i n  
r e c e n t  months,  b u t  I t h i n k  I w i l l  end up somewhere i n  t h e  middle  o f  
t h e  pack .  I t h o u g h t  it was r e a l  i n t e r e s t i n g  t h a t  J i m  K i c h l i n e - -

MR. BOEHNE. You changed my p o s i t i o n !  

MR. BLACK. Well, I was go ing  t o  s a y  I was c l o s e r  t o  you t h a n  
anybody e l s e ,  b u t  I t h o u g h t  you would go i n t o  shock if I were t o  say ’  
t h a t ,  s o  I r e f r a i n e d  from i t!  I t ’ s  i n t e r e s t i n g  t h a t  J i m  K i c h l i n e ’ s  
f o r e c a s t  f o r  r e a l  GNP i s  what we t u r n e d  i n  f o r  t h e  Humphrey-Hawkins 
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r e p o r t .  I know t h i s  w i l l  p robab ly  p u t  J i m  i n t o  a d e c l i n e  knowing what 
my f o r e c a s t i n g  r e c o r d  has  b e e n ,  s o  l e t  me add t h a r  if we were do ing  it 
t o d a y ,  we would p robab ly  b o o s t  t h a t  t o  somewhere i n  t h e  neighborhood 
of  4 p e r c e n t .  I t h i n k  one cou ld  make a c a s e  t h a t  it cou ld  be s t r o n g e r  
t h a n  t h a t ,  b u t  o u t  of  d e f e r e n c e  t o  Bob Boykin’s  f r i e n d s  i n  t h e  
Southwest  and t h e  problems t h e y  h a v e ,  I would temper  t h a t .  But I 
b e l i e v e ,  l i k e  Frank  Mor r i s  d o e s ,  t h a t  t h e  e r r o r s  a r e  p robab ly  going  t o  
be on t h e  h i g h  s i d e  r a t h e r  t h a n  on  t h e  low s i d e ,  g iven  a l l  t h e  
f i n a n c i a l  unde rp inn ings  t h a t  we have f o r  r ecove ry :  d e c l i n i n g  i n t e r e s t  
r a t e s ,  d ropp ing  o i l  p r i c e s .  and a l s o  t h e  a p p a r e n t  h o u s i n g  boom. So  I 
am r e a l l y  r a t h e r  o p t i m i s t i c .  But a s  you s a i d  y o u r s e l f ,  M r .  Chairman, 
i t ’ s  k ind  of based on f a i t h  because  t h e  s t a t i s t i c s  [ d o n ’ t  show i t  
y e t ] .  Every t i m e  I t h i n k  t h e y  a r e  coming o u t  s o l i d l y  on t h e  good 
s i d e ,  t h e y  jump a l i t t l e  t h e  o t h e r  way: b u t  I s t i l l  b e l i e v e  t h a t  we 
a r e  i n  f o r  a p r e t t y  d a r n  good y e a r .  

CHAIRMAN VOLCKER. Mr. C o r r i g a n .  

V I C E  CHAIRMAN CORRIGAN.  I ,  t o o ,  am i n  what I ’ d  c a l l  t h e  
Boehne camp i n  t h e  s e n s e  t h a t  I t h i n k  t h e  combina t ion  of o i l  p r i c e s ,  
i n t e r e s t  r a t e s ,  exchange r a t e s ,  and s t o c k  p r i c e s  have t o  g i v e  some 
r e a l  b o o s t  t o  t h e  economy i n  t h e  second h a l f  o f  t h e  y e a r .  I r o n i c a l l y ,  
a t  l e a s t  f o r  me, I am n o t  q u i t e  s o  s u r e  about  t h e  v e r y  n e a r - t e r m  
o u t l o o k .  I s a y  t h a t  because  I am n o t  s u r e  t h a t  w e  have f u l l y  f a c t o r e d  
i n  t h e  a d v e r s e  s h o r t - r u n  e f f e c t s  o f  t h e  o i l  s i t u a t i o n .  I n  t a l k i n g  t o  
some of t he  major  o i l  companies t h a t  a r e  h e a d q u a r t e r e d  i n  t h e  New York 
a r e a ,  I d i d  g e t  t h e  s e n s e  t h a t  t h e  s h o r t - r u n  c u t b a c k s  t h a t  t h e y  a r e  
making a r e  v e r y ,  v e r y  s u b s t a n t i a l .  I d o n ’ t  know how you f a c t o r  t h o s e  
i n t o  b u s i n e s s  f i x e d  inves tmen t  numbers and s o  o n ,  b u t  someth ing  i n  my 
gut  t e l l s  me t h a t  t h e  n e t  e f f e c t  o f  t h a t  i n  t h e  v e r y  s h o r t  run  cou ld  
be l a r g e r  t h a n  i s  b u i l t  i n t o  t h e  c o n s e n s u s - t y p e  f o r e c a s t - - a n d  I t h i n k  
t h e  s t a f f  f o r e c a s t  i s  p r e t t y  c l o s e  t o  a consensus  f o r e c a s t  t h e s e  d a y s .  

There  a r e  a c o u p l e  o f  a n e c d o t a l  t h i n g s  t o  r e p o r t .  L ike  
Frank .  I am now g e t t i n g  some s u g g e s t i o n  t h a t  t h e  computer b u s i n e s s  may 
be f i r m i n g ,  f o l l o w i n g  a p r e t t y  s o f t  p e r i o d  o f  t h r e e  o r  f o u r  q u a r t e r s .  
There  i s  n o t h i n g  h a r d  and f a s t  b u t ,  a n e c d o t a l l y ,  t h e r e  i s  some 
ev idence  a l o n g  t h o s e  l i n e s .  The c a p i t a l  goods s i d e  i s  aggrava ted  by 
t h i s  s h o r t - r u n  o i l  s i t u a t i o n  and i s  on  t h e  l o u s y  s i d e .  I n t e r e s t i n g l y  
enough, t h e  suburban  New York a r e a  i s  go ing  th rough  a hous ing  boom. 
Housing p r i c e s  a r e  r i s i n g ,  a t  l e a s t  on a n  a n e c d o t a l  b a s i s .  v e r y .  v e r y  
r a p i d l y  i n  t h e  suburban  New York a r e a .  Some o f  t h e  s t o r i e s  I h e a r  
s t r i k e  me a s  u n b e l i e v a b l e  i n  t e rms  of t h e  r a t e  o f  p r i c e  i n c r e a s e  on 
e x i s t i n g  homes. B u t  a l l  i n  a l l ,  I t h i n k  t h e  o u t l o o k  i s  r e s p e c t a b l e .  
P e t e r  S t e r n l i g h t  and h i s  peop le  t a k e  t h e s e  market  p u l s e  b e a t s  a l l  of 
t h e  t i m e ,  and I was a l i t t l e  s u r p r i s e d  i n  r e a d i n g  some o f  t h e  m a t e r i a l  
t h e y  p u t  t o g e t h e r  i n  t h e  l a s t  coup le  of days abou t  more t h a n  a coup le  
of marke t  t y p e s  who a p p a r e n t l y  a r e  t a k i n g  a l o n g e r  view of  t h i n g s  and 
e x p r e s s i n g  some concern  t h a t  t h e  u n d e r l y i n g  i n f l a t i o n  s i t u a t i o n ,  
d e s p i t e  a l l  of t h e s e  g r e a t  numbers we a r e  l o o k i n g  a t ,  r e a l l y  might n o t  
be a l l  t h a t  good. Presumably,  t h a t  r e f l e c t s  concern  abou t  
p r o d u c t i v i t y - - G e n e r a l  Motors sneak ing  i n  3 p e r c e n t  p r i c e  i n c r e a s e s  and 
t h i n g s  l i k e  t h a t - - b u t  I was a l i t t l e  s u r p r i s e d .  I t  would n o t  be a 
s u r p r i s e  f o r  me t o  s a y  t h a t :  I was s u r p r i s e d  t h a t  o t h e r  peop le  were 
s a y i n g  t h a t .  

CHAIRMAN VOLCKER. We w i l l  resume our q u e s t  f o r  somebody who 
i s n ’ t  i n  t h e  Boehne camp. M r .  Boykin.  



4 / 1 / 8 6  -12-

MR. BOYKIN. Mr. Chairman, I don’t have a whole lot to add to 

the comments I made [at the dinner] yesterday evening, but I’m trying

to keep it in perspective at least. It is true that things are not 

going particularly well down our way. On the other hand, I do think 

that the press might be overplaying this a little: I’m not sure that 

it is quite as dire as is being reflected in the press. There is 

overall economic growth, and it is continuing. but the gains are 

becoming less and less widely spread. We do have some increase in our 

non-agricultural employment, but not to the same extent as the rest of 

the nation. Of course, we picked up that 2-point jump in the 

unemployment numbers, which we tried to explain a couple of weeks ago

--rationalizing at least that it probably wasn’t all that great. What 

I have been reading and hearing since two weeks ago--though I’m not 

too sure I want to see the March number--isthat that 2-point jump was 

in fact on the high side. 


We also have a tremendous amount of refinancing going on. 

I’m hearing of delays anywhere from 6 weeks to 2 months before one can 

get a refinancing done. But we also have, particularly in a couple of 

our metropolitan areas such as Houston and even up in Dallas, a lot of 

homes still being auctioned off that have been foreclosed on. We have 

a lot of concern about the thrift industry down our way. There are a 

lot of problems and, of course. having in the press the report that 

the Home Loan Bank is bringing in 250 examiners from around the 

country to help out doesn’t give one a lot of confidence that there 

aren’t problems. On the energy issue and the effects on inflation, I 

would agree with Jim--ifI understood him correctly--thatthe major

benefit is in this year and [what will happen] next year remains to be 

seen. Jerry referred to investment and at least the short-term 

effects of all of this cutback in energy, oil, and gas. That [sector]

has been a very heavy user of investment funds. So at least in the 

short run, that’s not beneficial. I am inclined to want to believe 

all of these forces that have already been identified that point to 

better growth in the second half of the year. I certainly hope that 

that comes about. I have a little reservation in terms of confidence 

that it’s really going to work out as well as it would appear. 


CHAIRMAN VOLCKER. Governor Seger. 


MS. SEGER. I certainly agree that there are these three very
basic positive factors that should be helping the economy but, as 
Jerry and Bob have said. a couple of them can cut either way-
particularly the oil price decline. Maybe when we feel good, we tend 
to emphasize the pluses of that rather than the minuses. Now that we 
actually are seeing lower gasoline prices at the pumps, that normally
would be viewed as a plus for auto sales: yet in the auto market we 
are seeing constraints coming from the consumer debt burden. I have 
actually heard some bankers in the last couple of weeks--these groups
that pass through town here on their circuit to visit people--saythat 
they are beginning to pay attention to the delinquencies in the 
consumer credit area and that there may even be a bit of evidence that 
they are going to look at credit standards. So that can be an offset, 
or at least a partial offset, to the lower gasoline prices. 

Also, I certainly would expect the lower long-term interest 

rates to help plant and equipment spending: yet at the same time there 

are these questions about what is going to happen to tax reform. 

Until the [lawmakers] do something--eitherkill it or pass it or act 
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on it decisively--many businesses are going to postpone making

decisions on expansion or replacement of equipment because the tax 

considerations are simply too important to ignore. I can’t quantify

that, but I think it is a real drag and, in fact, will tend to offset 

some of the good interest rate news until businessmen and women get a 

better reading on that. 


Despite the lower value of the dollar, import competition is 

tough in a lot of countries. I hate to admit this, being from 

Detroit. but not everybody buys a foreign car just because the price 

tag is lower than the price tag on a domestic car. I don’t happen to 

drive an import but people tell me that there is a quality matter. 

So, I don’t believe we are going to see import competition necessarily

knocked out immediately by the change in the exchange rate. It would 

be nice to think that that would happen, but I don’t assume it. Also, 

in the case of machine tools, I think it was my friend from Atlanta 

who pointed out that there is more import competition in machinery and 

machine tools, and I hear that also. In addition, there is this 

commercial real estate problem that is even spreading into the 

Midwest. It’s no longer just the people down in Bob Boykin’s area who 

like to put up buildings and keep them unoccupied: there are some 

around the Detroit suburbs and elsewhere, where buildings are popping 

up like mushrooms on corners. Again, this can be a drag, I think. 

Therefore, while I am fairly optimistic, I am not as optimistic as I 

might be if I didn’t think there were these somewhat offsetting drags 

on an otherwise very placid picture. 


CHAIRMAN VOLCKER. Who has a good theory as to why General 

Motors picked this particular time to increase prices? 


MS. SEGER. I have been trying to check that. What I heard 

is that all of his advisors told him not to do it. but that he is very

bottom-line oriented and he felt that they could get this much of an 

increase done at this point. He thought it wouldn’t cost them that 

much in sales. so in terms of their overall profit picture they would 

actually benefit slightly. They are going to reinstate the incentive 

programs. My personal opinion is that he probably just didn’t take 

the advice that was being given. 


CHAIRMAN VOLCKER. Well, you could have a theory, I suppose,

that he raises the base price so he can have a bigger incentive. 


MR. BOYKIN. The consumer might figure the financing looks so 

good that it offsets the price increase. 


MS. SEGER. Except the higher sticker stays after the 

incentive financing goes. 


MR. BOYKIN. Who pays sticker? 


MS. SEGER. Well. but the- 


CHAIRMAN VOLCKER. Dealer cost--


MR. FORRESTAL. The discount [price] is the sticker. 


MS. SEGER. The discount [price] is the true sticker, right.

I think the price hike is from sticker. 
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MR. STERN. I haven’t been in the showrooms lately, but I am 

under the impression that prices of imported cars, in fact, have been 

rising. 


SEVERAL. Yes. 


MR. STERN. So perhaps a naive reading of this is that it’s 

an opportune time. 


MR. MELZER. One dealer for Japanese cars that we talked to 

indicated that, in addition to the new model year increases, they have 

had 2 to 3 to 4 percent increases already and they expect at least 

one, and maybe two, more over the balance of the year. 


MR. BLACK. We have one foreign car dealer who puts in a 

$1,300 adjustment to market to push the asking price way above list-

in addition to the dealer enhancements, which are far above any

reasonable cast. So what appears to be the list price to every 

customer is about $2,000 above the suggested manufacturer’s list. 

Everybody thinks he is getting a big discount. In fact, people are 

paying above list right now on many foreign cars. It’s very hard to 

buy them at list. 


CHAIRMAN VOLCKER. I thought those days were gone:

[unintelligible] discouraging. 


MR. BLACK. Well, one would think so, but that’s in fact what 

happens. There is another dealer who gives you dealer list on one 

side and all of these dealer additions. There are right many of those 

and they add up to right much. So you are under the impression that 

the price at the bottom of that is the sum total of all of those, but 

there’s about a $1,300 discrepancy there. It’s just an adjustment to 

market that he is not really showing honestly. 


CHAIRMAN VOLCKER. Governor Rice 


MR. RICE. Well. Mr. Chairman, I would like to join the 

general euphoria and jump solidly into the Boehne camp. I certainly 

agree that we are very likely to see strong expansion over the second 

half of the year. The only reservation that I have is that, as Frank 

pointed out, the expansion may be stronger than we now expect. We may 

get a higher rate of growth than is indicated in the staff forecast. 

What is more [likely] in my view is that the expansion may be spread 

out in a pattern somewhat different from that in the staff forecast. 

We may not feel the full impact of all of these stimulative 

developments until the first part of next year. And the period of 

fairly strong growth may extend further into 1987 than we now expect.

Of course, that has some implications as to what one would be inclined 

to do about it. So I would say that if the mixed pattern of news that 

we have been seeing currently continues somewhat longer than one would 

expect--continues even into the second half of the year--thatit is 

not cause for worry. I cannot remember any time in the recent past

when the basic fundamentals pointed so clearly to a strong expansion.

And I am prepared to sit back and wait for it and let it unfold. 


CHAIRMAN VOLCKER. Governor Johnson. 
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MR. JOHNSON.  
o p t i m i s t i c  about  t h e  
l o o k  b e t t e r  t h a n  t h e y  
few u n c e r t a i n t i e s  o u t  
s e e  OPEC make a n o t h e r  
d o n ’ t  t h i n k  t h a t  t h e y  

-15 


Well ,  I w i l l  j o i n  t h e  c l u b  t o o .  I g e n e r a l l y  am 
s i t u a t i o n .  I a l s o  a g r e e  t h a t  t h e  fundamenta ls  

have i n  q u i t e  some t i m e ,  even though t h e r e  a r e  a 
t h e r e .  I t  wou ldn’ t  be o u t  of t h e  q u e s t i o n  t o  
run  a t  t r y i n g  t o  s u p p o r t  t h e  [ o i l ]  p r i c e .  I 
can do it w i t h  a l l  t h e  non-OPEC p r o d u c t i o n  o u t  

t h e r e ,  b u t  I t h i n k  t h a t  t h e y  cou ld  p u t  some upward p r e s s u r e  on [ o i l  
p r i c e s ] :  t h a t ’ s  a lways a r i s k .  T o  d i s c o u n t  t h a t  comple t e ly  would be 
making a m i s t a k e .  I do t h i n k  t h e  fundamenta ls  l o o k  b e t t e r  t h a n  t h e y  
have i n  a l o n g ,  l o n g  t i m e .  But a t  t h e  same t i m e  I t h i n k  t h a t  t h e  U . S .  
economy’s f u t u r e  i s  more i n  t h e  hands of our  f o r e i g n  t r a d i n g  p a r t n e r s  
t h a n  it e v e r  h a s  been i n  t h e  l a s t  s e v e r a l  y e a r s .  We have n o t  had t o  
r e l y  on t h a t  p a r t i c u l a r l y  o v e r  t h e  l a s t  f o u r  y e a r s ,  a s  we had a l o t  o f  
domes t i c  c a p a c i t y  and w e  d i d n ’ t  mind runn ing  up a t r a d e  d e f i c i t  
because  we had a s u r p l u s  i n  t h e  c u r r e n t  account  go ing  i n - - o r  a t  l e a s t  
we had a l a r g e  c r e d i t o r  p o s i t i o n .  Now,  f o u r  y e a r s  down t h e  p i k e  we 
have a $150  b i l l i o n  t r a d e  d e f i c i t  and a d e p r e c i a t i n g  d o l l a r :  s o  I 
t h i n k  a t  t h i s  p o i n t  we have t o  be more c a r e f u l .  

The o i l  p r i c e  d e c l i n e  i s  d e f i n i t e l y  v e r y  welcome. However, 
t h e  o i l  p r i c e  d e c l i n e  b e n e f i t s  our  major  t r a d i n g  p a r t n e r s ,  Germany-
n o t  Germany d i r e c t l y ,  b u t  t h e  EC i n  g e n e r a l - - a n d  J a p a n ,  more t h a n  it 
does  t h e  Uni ted  S t a t e s .  S o ,  i f  o i l  p r i c e s  have been good f o r  u s  and 
have he lped  our  i n t e r e s t  r a t e s  d e c l i n e ,  t h e y  a l s o  have he lped  Japan
and Germany even more.  A s  a m a t t e r  of f a c t ,  t h e i r  i n t e r e s t  r a t e s  
should  have s e e n  a n  even more d r a m a t i c  r e s p o n s e .  If you look  a t  
J apanese  r a t e s  on t h e  l o n g  end o f  t h e i r  marke t ,  t h e y  c e r t a i n l y  have .  
They have a n e g a t i v e l y  s l o p e d  y i e l d  c u r v e  r i g h t  now where t h e i r  l o n g  
r a t e s  a r e  a c t u a l l y  below t h e i r  s h o r t  r a t e s ,  i n d i c a t i n g  t o  me t h a t  
t h e r e  i s  t remendous p r e s s u r e  i n  Germany and Japan  t o  pu r sue  lower 
i n t e r e s t  r a t e s  j u s t  t o  avo id  a p o t e n t i a l  d e f l a t i o n a r y  c y c l e  i n  t h o s e  
two c o u n t r i e s .  S o ,  t h e i r  fundamenta ls  a r e  s t r o n g e r  t h a n  o u r s .  And, 
u n l i k e  t h e  s t a f f ,  who I t h i n k  a r e  assuming a f u r t h e r  d e p r e c i a t i o n  i n  
t h e  d o l l a r  a s  a s o u r c e  of f u t u r e  growth i n  t h i s  c o u n t r y ,  I t h i n k  t h e  
way it ought  t o  be and what I would l i k e  t o  s e e  i s  f o r  o u r  t r a d i n g  
p a r t n e r s  t o  move t h e i r  i n t e r e s t  r a t e s  lower and m a i n t a i n  t h e  exchange 
r a t e  a l ignmen t  t h a t  we have now and n o t  s e e  t h e  d o l l a r  have t o  weaken 
r e l a t i v e  t o  t h o s e  c u r r e n c i e s .  W e  would g e t  our  e x p o r t  growth f r o m  
t h e i r  growth i n  demand r a t h e r  t h a n  f r o m  t h e  exchange r a t e  s h i f t ,  and 
t h a t  would o b v i o u s l y  be  t h e  p r e f e r a b l e  way t o  s e e  expans ion  h e r e  i n  
t h e  Uni ted  S t a t e s - - t o  s e e  growth p i c k  up i n  Japan  and Germany. S ince  
t h e  e l a s t i c i t i e s  a r e  s t r o n g e r  f rom t h e  demand e f f e c t s  on e x p o r t s  t h a n  
t h e  exchange r a t e  e f f e c t s ,  and we d o n ’ t  have t h e  n e g a t i v e  p o t e n t i a l  on 
t h e  i n f l a t i o n  s i d e ,  t h a t ’ s  r e a l l y  where we want t h e  growth.  I wish  I 
were r e a l l y  o p t i m i s t i c  t h a t  we would s e e  t h e  k ind  o f  f l e x i b i l i t y  i n  
Germany and Japan  t h a t  we r e a l l y  need t o  g e t  t h a t  done.  b u t  t h e y  seem 
t o  be  f a i r l y  s a t i s f i e d  t o  run  g e n e r a l l y  r e s t r i c t i v e  p o l i c i e s .  There  
i s  t remendous p r e s s u r e ,  g iven  t h e  f a c t  t h a t  Japan  f a c e s  a n e g a t i v e l y
s l o p e d  y i e l d  cu rve  and Germany i s  n o t  much d i f f e r e n t  t h a n  t h a t ,  f o r  
i n t e r e s t  r a t e s  t o  go lower  t h e r e  and t h e  exchange r a t e  n o t  have t o  
come under  t h e  k ind  of p r e s s u r e  t h a t  we might e x p e c t .  I t h i n k  t h a t ’ s  
what we have t o  have t o  g e t  t h e  r e a l l y  good o u t l o o k  i n  t h e  f u t u r e .  I 
am g e n e r a l l y  o p t i m i s t i c  about  i t  b u t  i t  cou ld  come g r u d g i n g l y :  s o  I am 
n o t  s u r e  t h a t  I would pu t  i n  t h e  s e c o n d - h a l f  growth e f f e c t s  a s  
s t r o n g l y  a s  t h e  s t a f f  has  them because  I t h i n k  t h a t  may come a l i t t l e  
s l o w e r .  
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CHAIRMAN VOLCKER. I would l i k e  t o  s a y  a word about  t h i s  
f o r e i g n  s i t u a t i o n .  p a r t i c u l a r l y  w i t h  r e s p e c t  t o  J a p a n .  There  i s  t a l k  
i n  Japan  about  some k ind  o f  s t i m u l a t i v e  a c t i o n  w i t h i n  a week o r  s o - 
not  on monetary p o l i c y  p a r t i c u l a r l y ,  b u t  presumably some k ind  of  
budget  a c t i o n - - a n d  I d o n ’ t  know what it means. Whether t h e  a c t i o n  i s  
[go ing  t o  be]  s i g n i f i c a n t  o r  t r i v i a l ,  cosme t i c  o r  r e a l ,  I ’ m  n o t  q u i t e  
s u r e .  But t h e r e ’ s  go ing  t o  be  something t h e r e .  I do t h i n k - - n o t  
n e c e s s a r i l y  a s  p a r t  o f  t h a t  p a c k a g e - - t h a t  t h e y  a r e  d e b a t i n g  a t  t h e  
v e r y  l e a s t ,  and p robab ly  d e b a t i n g  i n  a p o s i t i v e  way, whether  some 
f u r t h e r  r e d u c t i o n  i n  t h e i r  d i s c o u n t  r a t e  i s  a p p r o p r i a t e  i n  a p e r i o d  o f  
weeks,  presumably b e f o r e  t h e  Summit. which i s  some t i m e  i n  e a r l y  May. 
I c o n t i n u e  t o  have some conce rn  about  t h e  r a t e  o f  J apanese  growth,  
a l t h o u g h  I guess  o u r  s t a f f  f o r e c a s t  has  i t  a l i t t l e  f a s t e r  now. 
Governor A n g e l l .  

MR. ANGELL. I t  seems t o  me t h a t  t h e  u n c e r t a i n t i e s  c e r t a i n l y
outweigh t h e  f a c t s  we know i n  r e g a r d  t o  t h e  f u t u r e .  I t ’ s  i m p o r t a n t  
t h a t  w e  l o o k  a t  t h e  d a y - t o - d a y  numbers: we may n o t  want t o  b e l i e v e  
them, b u t  we ought  t o  l o o k  a t  them and keep t r a c k  o f  them. The 
monetary a g g r e g a t e s  c e r t a i n l y  have rebounded i n  March. If t h o s e  
a g g r e g a t e s  c o n t i n u e  t o  move a t  t h e  March p a c e ,  I t h i n k  t h a t  might t e l l  
us  someth ing  d i f f e r e n t  t h a n  i f  growth f a l l s  back t o  t h e  J a n u a r y -
Februa ry  l e v e l .  I t h i n k  i t ’ s  v e r y  s i g n i f i c a n t  t h a t  i n  t h e  g l o b a l  
economy and t h e  domest ic  economy a s  w e l l  we have d r a m a t i c  p r i c e
changes .  We end up w i t h  winne r s  and l o s e r s .  Before one conc ludes  t o o  
q u i c k l y  r e g a r d i n g  t h e  impact  of  t h e s e  k i n d s  of changes ,  we have t o  
r e c o g n i z e  t h a t  sometimes t h e  m a r g i n a l  p r o p e n s i t y  t o  consume f o r  t h e  
winne r s  i s n ’ t  a lways t h e  same a s  it i s  f o r  t h e  l o s e r s .  And it seems 
t o  m e  t h a t  w e  do have a s e v e r e  danger  of e n c o u n t e r i n g  a world t r a d e  
c o n t r a c t i o n  i n  t h i s  k ind  of envi ronment .  If t h a t  o c c u r s ,  t h a t ’ s  go ing  
t o  impact  t h e  e x p o r t  marke t s  and undoubtedly  put  more p r e s s u r e  on t h e  
d e f l a t i o n  of i n t e r n a t i o n a l  commodity p r i c e s .  Commodity p r i c e s  a r e  
moving s ideways t o  s l i g h t l y  downward w i t h  o i l  exc luded .  If t h o s e  
commodity p r i c e s  p i c k  up speed  on t h e  down s i d e ,  I t h i n k  t h a t  i s  a 
v e r y  r i s k y  p a t t e r n .  I t ’ s  a r i s k y  p a t t e r n  n o t  j u s t  f o r  a g r i c u l t u r e  and 
o i l  i n t e r e s t s  i n  t h e  Uni ted  S t a t e s :  a l o t  of t h e  t h i r d  world c o u n t r i e s  
a r e  commodity s e l l e r s .  And i f  we c o n t i n u e  t o  t h r u s t  t h e  t h i r d  world 
i n t o  a p o s i t i o n  o f  n o t  r e c e i v i n g  any k ind  of a r e t u r n  on what t h e y  
have t o  s e l l ,  t h e y ’ r e  n o t  go ing  t o  be buying  a s  much a s  we might  
e x p e c t  them t o  buy. But it seems t o  m e  t h a t  if we d o n ’ t  s t u m b l e ,  
e v e n t u a l l y  t h e s e  r e a l  b a l a n c e  e f f e c t s  w i l l  t a k e  p l a c e .  I ’ m  somewhat 
concerned  t h a t  o i l  p r i c e s  a t  some p o i n t  i n  t i m e  might  n o t  do what we 
want them t o  d o .  I suppose  a i l  o f  us would p r e f e r  t h a t  t h e y  move up a 
b i t  and s t a b i l i z e .  But we d o n ’ t  have any g u a r a n t e e  of t h a t .  

I t  seems t o  m e  t h a t  w e  might  need some r a t h e r  d r a m a t i c  moves 
i f  o i l  p r i c e s  were t o  rebound s h a r p l y .  So .  I t h i n k  w e  have t o  watch 
t h i n g s  v e r y  c a r e f u l l y .  I would i n d i c a t e  t h a t  I ’ m  much more 
o p t i m i s t i c - - 1  l i k e  t o  be  o p t i m i s t i c  abou t  s o m e t h i n g - - t h a n  t h e  group 
now [and]  a s  much a s  s i x  months ago w i t h  r e g a r d  t o  t h e  i n f l a t i o n  
f r o n t .  I t  seems t o  me t h a t  i t ’ s  i m p e r a t i v e  t h a t  we g e t  our  i n f l a t i o n  
r a t e s  down i n  t h e  2 p e r c e n t  o r  1 p e r c e n t  range  d u r i n g  t h i s  o i l  p r i c e  
move. If we end up w i t h  o u r  s t a f f  f o r e c a s t  of i n f l a t i o n ,  I t h i n k  
t h a t ’ s  v e r y  bad news f o r  t h e  d o l l a r  and our  f u t u r e .  S o .  I ’ m  somewhat 
o p t i m i s t i c  t h a t  if t h e r e ’ s  any i n d i c a t i o n  t h a t  p r i c e s  a r e  go ing  t o  
move i n  a n o t h e r  d i r e c t i o n ,  we cou ld  b e  i n  f o r  one heck of  a d e a l .  
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CHAIRMAN VOLCKER. I ’ m  a l i t t l e  s u r p r i s e d  on t h i s  p r i c e  
f o r e c a s t  t h a t  l a s t  q u a r t e r  and t h i s  q u a r t e r  t h e  GNP d e f l a t o r  s t a y s  up 
a s  h i g h  a s  does i n  your  f o r e c a s t  w i t h  t h e  who lesa l e  i n d e x  go ing  down 
and t h e  consumer p r i c e  i n d e x  going  down. You have it go ing  up v e r y  
na r rowly .  Would you e x p l a i n  t h a t  t o  me q u i t e  s imply?  

FIR. K I C H L I N E .  Well, i t ’ s  t h e  a r i t h m e t i c  o f  t h e  f i r s t  s h o t  of 
o i l  [ p r i c e  d e c l i n e s ] .  A s  you remember i n  t h e  o l d  d a y s ,  if you had a 
commodity w i t h  a v e r y  h i g h  p r i c e  d e f l a t o r  such  a s  o i l  and i t ’ s  an 
i m p o r t ,  i t ’ s  a n e g a t i v e  and d e p r e s s e s  t h e  d e f l a t o r .  Now t h a t  we have 
r ebased  on 1 9 8 2  and o i l  p r i c e s  a r e  f a l l i n g ,  w e  have a low d e f l a t o r  and 
t h e y ’ r e  s u b t r a c t e d  o u t .  So  i n  t h e  f i r s t  round e f f e c t  you w i l l  g e t  a 
h i g h e r  d e f l a t o r  from t h e  a r i t h m e t i c .  

CHAIRMAN VOLCKER. T h i s  i s  t h e  i m p l i c i t  d e f l a t o r  you have i n  
t h i s ?  Does t h a t  happen i n  t h e  f i x e d - w e i g h t  d e f l a t o r ?  

MR. KICHLINE.  Well, y e s .  I n  t h e  GNP f i x e d - w e i g h t  d e f l a t o r  
what y o u ’ r e  f i x i n g  i s  q u a n t i t y ,  and t h e  p r i c e  i s  d e c l i n i n g  s o  you a r e  
s t i l l  s u b t r a c t i n g  b o t h .  You’re  s t i l l  s u b t r a c t i n g  i m p o r t s  i n  t h e  f i r s t  
round e f f e c t s .  L a t e r  on you g e t  b e n e f i t s  a s  t h o s e  p r i c e s  show up ,  f o r  
example,  i n  g a s o l i n e  and you g e t  an e f f e c t  i n  t h e  p e r s o n a l  consumption
e x p e n d i t u r e s .  S o ,  o v e r  t i m e ,  you g e t  someth ing  p o s i t i v e .  

MR. PARRY. What i f  you looked  a t  domest ic  o u t p u t ?  

MR. K I C H L I N E .  You g e t  a lower d e f l a t o r .  

MR. TRUMAN. Much l o w e r ,  i f  you had t h a t  

CHAIRMAN VOLCKER. Much l o w e r ,  I g u e s s .  A l l  r i g h t .  

MR. K I C H L I N E .  We have numbers of 2 - 1 1 2  p e r c e n t  i n s t e a d  of 
3 - 3 1 4  p e r c e n t  f o r  t h e  f i r s t  q u a r t e r  and 1 - 1 1 2  p e r c e n t  i n  t h e  second 
q u a r t e r  a s  opposed t o  2-112 t o  3 p e r c e n t .  I t ’ s  a b i g  e f f e c t .  

CHAIRMAN VOLCKER. We can  t u r n  t o  Mr. Ax i l rod  and 

MR. WALLICH. Could I ?  

CHAIRMAN VOLCKER. S u r e .  

MR. WALLICH. I t  seems t o  me t h a t  we h e a r  a number o f  
e l emen t s  t h a t  a r e  t o  some degree  i n c o n s i s t e n t .  If w e  d o n ’ t  g e t  a 
s t r o n g  move. which would be  t o  my mind d e l e t e r i o u s ,  we w i l l  g e t  a 
s m a l l  t o  modera te  move t h a t  pe rhaps  w i l l  n o t  l o o k  v e r y  s t r o n g ,  b u t  a t  
l e a s t  w i l l  g i v e  us adequa te  growth of G N P .  But t h e  problems i n  
Germany and Japan  t r o u b l e  m e  a g r e a t  d e a l  more t h a n  what i s  l i k e l y  t o  
be happening  t o  u s .  We’re s e e i n g  c o u n t r i e s  t h a t  a r e  burdened w i t h  
d i f f i c u l t i e s ,  w i t h  b a l a n c e  of  payments t h a t  t h e y  d o n ’ t  want t o  
t o l e r a t e .  We seem t o  be  w i l l i n g  t o  have $100 b i l l i o n  i n  one and 
a n o t h e r  $100 b i l l i o n  i n  t h e  o t h e r  and s a y  t h a t  it makes no d i f f e r e n c e  
i f  o t h e r  c o u n t r i e s  a r e  w i l l i n g  t o  l i v e  t h a t  way--our  way. But I d o  
n o t  b e l i e v e  t h a t  t h e y  w i l l  b e .  And s o  I s h a r e  t h e  f e e l i n g s  t h a t  we 
w i l l  some day g e t  i n t o  t h e s e  problems.  Those - -pe rhaps  n o t  i n  t e rms  of  
t h e  numbers b u t  i n  t e rms  o f  where t h e  p r e s s u r e s  a r e  going  t o  b e - 
s t r i k e  me a s  more d i f f i c u l t  t h a n  our own problems.  



4/1/86 - 18 

CHAIRMAN VOLCKER. As I listen to this, I come away with the 
view that while the second half of the year may be happy, and 
everybody has good reason [to believe that] provided the oil situation 
doesn’t snap back at u s ,  I wonder whether the uncertainties presently 
are being emphasized quite enough. To get this growth in the first 
quarter and I suppose in the second quarter. we have to have inventory
and trade improvement, right? In your projection? 

MR. KICHLINE. The second quarter or- 


CHAIRMAN VOLCKER. Well, it’s certainly true in the first 

quarter, right? 


MR. KICHLINE. Yes. In the first quarter we had final sales 

flat and 3 percent growth: half of that was imports and the other half 

was a switch out of CCC, a reduced runoff of farm inventories. So 

there isn’t much there. 


CHAIRMAN VOLCKER. The inventory change is all in CCC? 


MR. KICHLINE. Final sales are 0.1 in our estimates. Half is 

reduced imports and the other half is inventories: and about three-

fourths of those inventories are a smaller runoff of farm commodities. 

In fact, CCC purchases are declining. In the second quarter we have 

final sales and GNP pretty much even: so we don’t have much in the way

of inventories at all in the second quarter. That’s a quarter where 

we anticipate auto inventories will be running off and we will get 

some accumulation elsewhere. But essentially, if you look- 


CHAIRMAN VOLCKER. And you have the trade balance improving

in the second quarter? 


MR. KICHLINE. It declines. 


CHAIRMAN VOLCKER. Yes, declines means improving. 


MR. KICHLINE. Well, there’s no contribution to GNP growth. 


CHAIRMAN VOLCKER. Oh, it isn’t? No contribution? 


MR. JOHNSON. I suppose that happens in the second half? 


MR. KICHLINE. Well, you said the deficit? Excuse me, in the 

second quarter we have an estimate of net exports of minus $130 

billion and minus $115 billion for the year. So it’s the second half 

where we have appreciable improvement in prospect. 


MR. ANGELL. Have you taken into consideration any change in 

desired inventory levels due to a period of falling oil and energy

prices? 


MR. KICHLINE. Well. I think we have. We actually have. in 

an historical sense, fairly low ratios of inventories to business 

sales. What has entered into our thinking, essentially, is that there 

is absolutely no shortage in most areas--pricesare falling. Interest 

rates have been rather high and are still high: there are all sorts of 

incentives to economize on inventories. So I think in an historical 

sense we really have a very mild accumulation over the forecast 
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period. There are two areas that are problems. In the short run it 

has been oil and coal, that whole complex of energy [products], and 

the desire to reduce inventories: the other area that we know about is 

autos. And there’s a major problem there. 


MR. JOHNSON. Let me ask one thing. What would the forecast 
look like in the second half if you didn’t assume a further 
depreciation in the dollar--ifyou had the same exchange rate and,
let’s say, you already had a fairly reasonable expansion abroad? 
Would you say about 4 percent combined EC and Japan? 

MR. TRUMAN. No. closer to 3 percent. 


MR. JOHNSON. Closer to 3 percent. 


MR. TRUMAN. And that’s one of the problems. One reason why

the trade balance as a whole doesn’t improve faster is because we have 

growth pretty much as fast here, especially in the second half, as we 

have abroad. 


MR. JOHNSON. Yes, but 


MR. TRUMAN. A s  far as the dollar is concerned, in our 
forecast for 1986 we’re assuming it doesn’t have an impact in 1986 on 
what you’re looking at now. 

MR. JOHNSON. Okay. 


MR. TRUMAN. The way we think about these things--


MR. JOHNSON. It’s purely demand. 


MR. TRUMAN. What we’re seeing in the second half of this 

year is what we normally have in terms of the dollar, because there’s 

no further decline I think this time--atleast the magnitude is very

small: you will see some maybe. It’s in 1987, as Jim mentioned, that 

the effects of the [further depreciation]--


MR. PARRY. Would you have inflation the same in 1987 as in 

1986 if the dollar didn’t depreciate from this point? 


MR. KICHLINE. I think there are inflation consequences from 

this additional 15 percent, but they would be in 1987. 


MR. PARRY. That’s what I mean. 


MR. KICHLINE. That’s right. 


MR. PARRY. Almost all of that increase in inflation is due 

to what happened to the dollar? 


MR. KICHLINE. Well, in the sense that it’s already-. 


MR. TRUMAN. A l s o ,  the oil prices stop going down, so you
have that kind of effect. 

CHAIRMAN VOLCKER. Well, I was simply going to suggest that 

there still are great concrete questions about capital spending, 
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commercial construction, consumer debt load, the governmental budget,

foreign growth, the impact of the oil price and other things. I think 

there are good reasons why the economy isn’t looking all that robust 

right at the moment. 


MR. WALLICH. Would you regard it as being much more robust 

if we had this additional extension in the way the economy is growing

and then a year from now it was presumably going downhill? 


CHAIRMAN VOLCKER. I don’t know as I see it presumably going

downhill a year from now if all these nice things that everybody has 

been emphasizing happen. If we can get through a little--notexactly 

a valley, hut a mesa or something--


MR. RICE. Only that office construction that you point to is 

relatively permanent. The others are going to- 


CHAIRMAN VOLCKER. Maybe that, and not the budget presumably:

hopefully, not the budget. 


MR. RICE. Yes, we hope the budget deficit is going to fall. 


CHAIRMAN VOLCKER. I hope so, but that reduces the 

[unintelligible] presumably-. 


MR. RICE. [Unintelligiblel . 
CHAIRMAN VOLCKER. Well, we will see. Let’s turn to Mr. 


Axilrod and then we’ll have some coffee. 


MR. AXILROD. [Statement--seeAppendix.] 


CHAIRMAN VOLCKER. [Unintelligible] that you can sit there 
and talk about interest rates for 10 minutes and not talk about 
monetary aggregates. I’m not sure whether I’m less confused by the 
interest rates than I am by the monetary aggregates. 

MR. AXILROD. I mentioned the monetary aggregates in passing. 


CHAIRMAN VOLCKER. I [unintelligible] that it was in passing.

Are there any questions or comments that you want to direct to Mr. 

Axilrod before the coffee break? 


MR. JOHNSON. I just have one, Steve. The last thing you

said was that you would expect alternative B to restore some upward

tilt to the yield curve. That seems pretty uncertain. 


MR. AXILROD. It is uncertain. Also, it has risk potential

but I think it is very possible. If the oil price continues to 

plummet down to $8 or $7--it’sbelow $10 now already this morning-

then of course long rates may continue down. But to some degree. they

probably have by this time some lower short rates in the future in 

them than we now have in the market I suppose. 


MR. JOHNSON. It just seems to me that alternative B--not 

that I have any problem with it one way or the other--would flatten 

out the yield curve rather than have any upward tilt. It probably

would put a bit of pressure on the short end of the market. In the 




4 / 1 / 8 6  -21-

context of current oil prices, I think maybe it would lead to further 

declines in the long-term yields and a rise in the shorter end. 


MR. PARRY. Isn’t that the assumption of the forecast? I 

thought a flat yield curve was the assumption of the forecast. 


MR. AXILROD. Well, I think the long rates built into this 

forecast are actually somewhat higher than we now have in the market. 


MR. PARRY. I mean the shape of the curve. 


CHAIRMAN VOLCKER. Yes. but the forecast was made up two 

weeks ago. 


MR. AXILROD. That’s right. 


MR. MELZER. Steve, where do you view the long-run

equilibrium real rates to be in the long term? 


MR. AXILROD. My view is very simplistic because when you get

sophisticated the reality tends to get a little lost in this, I think. 

It is something like the long-term real growth potential of the 

economy, about which there’s great doubt now. In my own mind I’d put

it somewhere between 2-112 and 3 percent, give or take a margin of 

error around that. So the Treasury yield at 7-114 percent is very

low, if you think the rate of inflation expectations, as in the Hoey 

survey; is 5 or 5-112 percent. [Unintelligible] between Treasuries 

and corporate bonds opened up here. If you think the rate of 

inflation expectations isn’t properly represented by the Hoey survey-

and I don’t think it is--[unintelligible], then if you put the 

inflation expectations down lower than that 5 percent, of course, your

real rates relative to corporates still look somewhat on the high side 

relative to the expected rate of return. It seems to me it’s a very

“right on the edge” kind of judgment. 


CHAIRMAN VOLCKER. When you hear all this, it makes 

monetarism sound good! 


MR. AXILROD. Well, that’s why I did mention the aggregates

in passing. It’s a very important element. 


CHAIRMAN VOLCKER. Any other questions or comments? If not,

let’s break for coffee. 


[Coffee break1 


CHAIRMAN VOLCKER. Who would like to express some more 

detailed policy preferences? You are looking eager, Mr. Melzer. 


MR. MELZER. Oh, I have been here writing away. I have been 

trying to figure out how to get in the word that was mentioned last 

night--whatwas it. desiderata?--butI haven’t been able to do it. 


CHAIRMAN VOLCKER. Desiderata: We want no inflation and good

growth and external equilibrium. Those are the desiderata now. 


MR. MELZER. Shall I go ahead? I would be in favor of 
alternative B, maintaining the existing degree of reserve restraint. 
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T h a t ' s  based  on [my view] t h a t  t h e  i n t e r m e d i a t e - t e r m  economic o u t l o o k  
i s  g e n e r a l l y  f a v o r a b l e ,  a s  was d i s c u s s e d  t o d a y ,  t h a t  we a l r e a d y  have 
an accommodative monetary p o l i c y  t h a t  I t h i n k  r e c o g n i z e s  some of t h e  
u n c e r t a i n t i e s  t h a t  e x i s t  i n  t h e  s h o r t  r u n ,  and I guess  a s k e p t i c i s m  on 
my p a r t  s t i l l  abou t  Gram-Rudman and what t h a t ' s  go ing  t o  produce .  We 
d i d n ' t  t a l k  about  t h a t  a t  l e n g t h  t o d a y .  A s  I l o o k  f u r t h e r  down t h e  
r o a d ,  I am concerned  a l i t t l e  a s  we go t h r o u g h  t h e  p r o c e s s  of 
a d j u s t i n g  t o  lower t r a d e  d e f i c i t s  and a s h i f t  f r o m  f o r e i g n  inves tmen t  
f lows  o r  f o r e i g n  s a v i n g s  t o  more r e l i a n c e  on domest ic  s a v i n g s  about  
t h e  e f f e c t s  a s s o c i a t e d  w i t h  t h a t .  A s  we g e t  t o  t h a t  p o i n t  i n  t i m e ,  
and i t ' s  p robab ly  a good 6 t o  1 2  months o u t  b e f o r e  t h e  p r o c e s s  r e a l l y  
b e g i n s ,  t h e  i n f l a t i o n  t h a t  n a t u r a l l y  would be  a s s o c i a t e d  w i t h  t h a t  
p r o c e s s  would t r o u b l e  me: and presumably a t  t h a t  t i m e  t h e  e f f e c t s  of 
lower  o i l  p r i c e s  p r e t t y  much w i l l  have washed th rough  t h e  sys t em.  I t  
would t r o u b l e  me a t  t h a t  t i m e  i f  t h a t  ad jus tmen t  p r o c e s s  were t a k i n g  
p l a c e  a g a i n s t  t h e  backdrop of  a monetary p o l i c y  t h a t  was p e r c e i v e d  t o  
be t o o  accommodative,  because  I t h i n k  t h a t  would s imply  e x a c e r b a t e  t h e  
problem and t h e  i n t e r e s t  r a t e  e f f e c t s  o f  t h a t  and s o  f o r t h .  T h a t ' s  
l o o k i n g  a l i t t l e  f u r t h e r  down t h e  r o a d ,  b u t  t o  some e x t e n t  we have t o  
t a k e  t h a t  i n t o  account  i n  t e rms  o f  where we a r e  p o s i t i o n e d  now. 

CHAIRMAN VOLCKER. I t h i n k  t h a t ' s  t r u e .  M r .  B lack .  

MR. BLACK. Mr. Chairman, a l o t  of  t h e  commentary one s e e s  i n  
t h e  p r e s s  and e l sewhere  s u g g e s t s  t h a t  t h i s  reduced i n f l a t i o n a r y  r a t e  
g i v e s  us  an o p p o r t u n i t y  t o  s t i m u l a t e  r e a l  economic a c t i v i t y  w i t h o u t  
r e i g n i t i n g  i n f l a t i o n .  I t h i n k  we might w e l l  g e t  away w i t h  t h a t  i n  t h e  
s h o r t  r u n ,  b u t  I would be q u i t e  concerned  about  an approach such  a s  
t h a t  i n  t h e  l o n g  r u n .  The e f f e c t s  of  t h e  o i l  p r i c e  d e c l i n e  a r e  n o t  
go ing  t o  l a s t  f o r e v e r :  once t h e y  a r e  behind  us we a r e  go ing  t o  be  
exposed t o  t h e  r i s k  t h a t  we w i l l  have a renewed o u t b r e a k  i n  i n f l a t i o n ,  
p a r t i c u l a r l y  i f  t h e  economy i s  growing s t r o n g l y  and t h e  d o l l a r  i s  
s t i l l  d r o p p i n g .  I t h i n k  we need t o  keep t h a t  i n  mind i n  e s t a b l i s h i n g  
our  p o l i c y ;  i n d e e d ,  I would l i k e  t o  propose  something I t h i n k  Governor 
Angel1 came v e r y  c l o s e  t o  s a y i n g  a w h i l e  a g o - - t h a t  r a t h e r  t h a n  l o o k  a t  
t h e  c u r r e n t  s i t u a t i o n  a s  a chance t o  s t i m u l a t e  t h e  economy, we l o o k  a t  
i t  a s  a chance t o  c o n s o l i d a t e  t h e s e  e x c e l l e n t  g a i n s  t h a t  we 've made on 
i n f l a t i o n  i n  r e c e n t  y e a r s  i n  t h e  hope t h a t  somehow o r  a n o t h e r  t h a t  
w i l l  g i v e  us  l a s t i n g  p r i c e  s t a b i l i t y  and a chance  f o r  s u s t a i n a b l e  
growth i n  employment and p r o d u c t i o n  o v e r  t h e  l o n g  r u n .  

With t h o s e  t h o u g h t s  i n  mind,  I would come o u t  t h e  same a s  Tom 
Melzer d i d :  " B "  w i t h  a $300  m i l l i o n  borrowed r e s e r v e  o b j e c t i v e ,  w i t h  
t h e  f e d e r a l  funds  r a t e  expec ted  t o  be i n  t h e  neighborhood o f  7 -114  t o  
7 - 3 1 8  p e r c e n t .  I would be q u i t e  happy,  a s  you might  s u s p e c t ,  if we 
got  t h e  k ind  of  M 1  growth embodied i n  " C , "  b u t  I t h i n k  we p robab ly  
ought  t o  l e a v e  money market  c o n d i t i o n s  where t h e y  a r e  f o r  t h e  t i m e  
b e i n g .  I t h i n k  it i s  i m p o r t a n t ,  t hough ,  a s  we move a h e a d - - f r o m  t h e  
s t a n d p o i n t  of o u r  l o n g e r - r u n  c r e d i b i l i t y - - t h a t  we t r y  t o  h o l d  M 1  
c l o s e r  t o  i t s  l o n g - r u n  t a r g e t  t h a n  w e  succeeded  i n  do ing  l a s t  y e a r ,  
u n l e s s  t h e r e  i s  a d e f i n i t e  weakening i n  t h e  economy o r  a con t inued  
d e c l i n e  i n  t h e  v e l o c i t y  of  M 1 .  For t h a t  r e a s o n  and s i n c e  M 1  i s  r i g h t  
c l o s e  t o  t h e  t o p  o f  i t s  r a n g e - - i n  f a c t ,  a l i t t l e  above i t - - I  would be 
i n c l i n e d  t o  i n d i c a t e  a g r e a t e r  w i l l i n g n e s s  toward r e s t r a i n t  t h a n  
toward e a s i n g  i n  t h i s  i n t e r m e e t i n g  p e r i o d .  J u s t  one comment: I am 
s u g g e s t i n g  t h e  $300 m i l l i o n  borrowed r e s e r v e  t a r g e t  on t h e  assumpt ion  
t h a t  t h e  d i s c o u n t  r a t e  i s  unchanged. If  t h e  Board should  d e c i d e  t o  
c u t  t h a t ,  under  o u r  p r e s e n t  o p e r a t i n g  p rocedures  we would expec t  t h e  
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f e d e r a l  funds  r a t e  t o  move down by roughly  a commensurate amount. 
That  t o  me would be  an e a s i n g  of money market  c o n d i t i o n s ,  o r  “ r e s e r v e  
r e s t r a i n t “  I guess  i s  t h e  t e r m  we u s e .  S o ,  i f  we shou ld  do t h a t ,  I 
t h i n k  we would want t o  t a k e  a n o t h e r  l o o k  a t  t h a t  bor rowing  t a r g e t .  

CHAIRMAN VOLCKER. Mr. F o r r e s t a l .  

MR. FORRESTAL. M r .  Chairman, you o u t l i n e d  some u n c e r t a i n t i e s  
and r i s k s  i n  t h e  o u t l o o k .  U n c e r t a i n t i e s  a r e  always w i t h  us and I 
suppose one h a s  t o  t a k e  t h o s e  i n t o  a c c o u n t .  But i n  s p i t e  of t h o s e  
u n c e r t a i n t i e s ,  I t h i n k  t h e r e  a r e  some v e r y  s i g n i f i c a n t  f a c t o r s  a t  work 
i n  t h e  economy t h a t  a r e  going  t o  a c c e l e r a t e  economic a c t i v i t y  i n  t h e  
second h a l f  of t h e  y e a r .  For t h a t  r eason  I t h i n k  we ought  t o  t a k e  
t h i s  drop  i n  o i l  p r i c e s  a s  a f o r t u i t o u s  even t  t h a t  w i l l  c o n t i n u e  t o  
lower i n f l a t i o n  and we ought  t o  s e i z e  t h i s  o p p o r t u n i t y  t o  t r a n s l a t e  
t h a t  i n t o  some k ind  of permanent improvement i n  t h e  u n d e r l y i n g  r a t e  of 
p r i c e  i n c r e a s e s .  So l i k e  M r .  B l a c k ,  I would l i k e  us t o  t a k e  t h i s  
o p p o r t u n i t y  and n o t  d i s s i p a t e  it i n  any way by an e a s i n g  of p o l i c y .  
And I t h i n k  t h a t  a n  e a s i n g  of p o l i c y  would do j u s t  t h a t :  it would g i v e  
t h e  marke t s  t h e  wrong impress ion  abou t  how we f e e l  about  i n f l a t i o n .  
S o ,  I would n o t  want t o  s e e  any e a s i n g  o f  p o l i c y  a t  t h i s  t i m e .  I 
c e r t a i n l y  d o n ’ t  s e e  any r eason  t o  t i g h t e n  e i t h e r ,  p a r t i c u l a r l y  i n  view 
o f  t h e  i n t e r n a t i o n a l  s i t u a t i o n  and t h e  v a l u e  of t h e  d o l l a r .  S o ,  I 
would p r e f e r  t o  keep p o l i c y  p r e t t y  much where we a r e ,  on an even k e e l  
w i t h o u t  a t ilt  i n  e i t h e r  d i r e c t i o n .  I am a l i t t l e  unhappy about  what 
M 1  i s  d o i n g  a t  t h e  moment, b u t  I guess  M2’s performance makes M l ’ s  
performance a b i t  more p a l a t a b l e .  If  market  r a t e s  were ,  of t h e i r  own 
a c c o r d ,  t o  back up a l i t t i e - - i f  t h e  marke t s  found t h a t  t h e y  had 
perhaps  o v e r r e a c t e d  t o  t h i s  e b u l l i e n c e  t h a t  i s  go ing  o n - - I  wou ldn’ t  
want t o  r e s i s t  t h a t  upward d r i f t  i n  r a t e s .  Again,  where I would come 
o u t ,  M r .  Chairman, i s  t o  t r y  t o  c o n s o l i d a t e  our  p o s i t i o n  w i t h  r e s p e c t  
t o  i n f l a t i o n ,  keep i n f l a t i o n a r y  e x p e c t a t i o n s  damped, and keep p o l i c y  
abou t  where it i s .  That  means a l t e r n a t i v e  B ,  i n  my mind,  w i t h  
borrowing of abou t  $300  m i l l i o n .  

CHAIRMAN VOLCKER. You ment ioned ,  u n d e r s t a n d a b l y ,  a concern  
about  g e t t i n g  t h i s  b r e a k  i n  o i l  p r i c e s  conve r t ed  maybe i n t o  some 
permanent p r o g r e s s  o r  some f u r t h e r  p r o g r e s s  a g a i n s t  i n f l a t i o n .  T h a t ’ s  
a g o a l  I suppose  w e  would a l l  s h a r e .  The problem t h e r e  seems t o  me t o  
be :  How does  one r a t c h e t  down somehow t h e  c o s t  p r e s s u r e s  i n  t h e  
s e r v i c e s  s i d e  o f  t h e  economy? The manufac tu r ing  s i d e  i s  do ing  p r e t t y  
w e l l  e x c e p t  f o r  t h i s - - M a r t h a  Seger  i s  o u r  r e p r e s e n t a t i v e  of D e t r o i t - .  
Gene ra l  Motors [ p r i c e  i n c r e a s e ] ,  which I d o n ’ t  l i k e  because - .  

MS. SEGER. I a g r e e  w i t h  you.  

CHAIRMAN VOLCKER. - - i t ’ s  p a r t  o f  a p a t t e r n  o f  p r i c e  and wage 
i n c r e a s e s  r e v e r t i n g  t o  normal .  But  i n  g e n e r a l ,  i n  manufac tu r ing .  i n  
c o n s t r u c t i o n ,  and i n  some o t h e r  a r e a s - - c e r t a i n l y ,  commodity p r i c e s  a r e  
d e p r e s s e d - - i t  a l l  l o o k s  p r e t t y  good. How do we c o n v e r t  t h i s  b e t t e r  
s h o r t - t e r m  p r i c e  performance i n t o  some k ind  of  r a t c h e t i n g  down f o r  a l l  
t h a t  l o n g  s e r i e s  of s e r v i c e  p r i c e s  where t h e  economy i s  do ing  p r e t t y  
w e l l  and t h e  wage and s a l a r y  [ i n c r e a s e s ]  seem t o  be s t u c k  a t  about  5 
p e r c e n t  o r  maybe a l i t t l e  more? I d o n ’ t  know. 

MR. JOHNSON.  Even i f  t h o s e  d o n ’ t  go  l o w e r ,  if you 
c o n s o l i d a t e  t h e  o i l  p r i c e  d e c l i n e  and d o n ’ t  l e t  o t h e r  r e l a t i v e  p r i c e s  
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go h i g h e r  t h a n  t h e y  c u r r e n t l y  a r e ,  you have a r a t c h e t i n g  down of t h e  
g e n e r a l  p r i c e  l e v e l .  I n  o t h e r  w o r d s , - -

CHAIRMAN VOLCKER. A r a t c h e t i n g  down o f  t h e  l e v e l s ,  b u t  I 
d o n ’ t  know t h a t  you have a r a t c h e t i n g  down o f  t h e  t r e n d .  

MR. J O H N S O N .  You would s l o w  t h e  i n f l a t i o n  r a t e .  I t ’ s  j u s t  
t h a t  if w e  t r y  and h o l d  monetary p o l i c y  c o n s t a n t  and l e t  t h e  o i l  
p r i c e s  d e c l i n e ,  one would expec t  o t h e r  r e l a t i v e  p r i c e s  t o  r i s e  and t h e  
g e n e r a l  p r i c e  l e v e l  t o  remain unchanged. But i f  we  s t o p  t h a t ,  i f  w e  
d o n ’ t  l e t  o t h e r  r e l a t i v e  p r i c e s  show g a i n s  t o  o f f s e t  t h e  o i l  p r i c e
d e c l i n e s .  t h e n  I t h i n k  we have r a t c h e t e d  down p r i c e s .  

MR. M O R R I S .  I d o n ’ t  t h i n k  we can  do much t o  reduce  t h e  r a t e  
of i n f l a t i o n  i n  t h e  s e r v i c e s  s e c t o r  u n t i l  t h e  n e x t  r e c e s s i o n .  I t  
seems t o  m e  t h a t  i f  we a r e  s u c c e s s f u l  i n  p r e v e n t i n g  t h e  i n f l a t i o n  r a t e  
i n  t h e  s e r v i c e s  s e c t o r  from r i s i n g  w h i l e  t h e  economy i s  s t i l l  i n  an 
expans ion  p h a s e ,  we have done p r e t t y  w e l l .  

CHAIRMAN VOLCKER. Wel l ,  it has  done someth ing:  I d o n ’ t  
d i s a g r e e  w i t h  t h a t .  But i d e a l l y ,  if we had a b e t t e r  i n f l a t i o n  
performance f o r  a y e a r ,  l e t ’ s  s a y ,  and t h a t  g e t s  b u i l t  i n t o  s a l a r y  and 
o t h e r  b e h a v i o r  i n  t h e  s e r v i c e s  a r e a  t o  a d e g r e e .  t h a t ’ s  what you would 
l i k e  t o  s e e  happen .  If t h e  consumer p r i c e  i n d e x  i s  runn ing  2 p e r c e n t  
o r  s o ,  a 5 p e r c e n t  wage i n c r e a s e  l o o k s  p r e t t y  b i g  g iven  t h e  
p r o d u c t i v i t y  i n c r e a s e .  I am n o t  s u r e  i f  it l o o k s  b i g  t o  t h e  peop le
g i v i n g  it o r  r e c e i v i n g  i t .  

MR. ANGELL. Over a p e r i o d  of t i m e ,  t h e  i n f l a t i o n  r a t e  i n  t h e  
s e r v i c e s  s e c t o r  i s  go ing  t o  be  much s lower  t o  a d j u s t  t o  monetary
s c a r c i t y  t h a n  i t  i s  i n  t h e  commodity s e c t o r  because  we have t o o  many
e s t a b l i s h e d  t e c h n i q u e s  f o r  m a i n t a i n i n g  t h e s e  r a t e s  o f  i n f l a t i o n ,  n o t  
t h e  l e a s t  of which i s  government.  There  c o n t i n u e  t o  be a r e a s  i n  
which ,  u n l e s s  you p u t  p a i n  on government,  you d o n ’ t  s t o p  t h e  wage 
i n c r e a s e s  i n  government .  

CHAIRMAN VOLCKER. We have s topped  t h e  wage i n c r e a s e s  i n  
gove rnmen t - - a t  l e a s t  t h e  f e d e r a l  gove rnmen t - - fo r  b e t t e r  o r  f o r  worse.  

MR. ANGELL. The n e x t  s t e p  i s  t h a t ,  ove r  a p e r i o d  of  t i m e ,  
t h e  p r i v a t e  s e r v i c e s  s e c t o r  i s  going  t o  a d j u s t  t h o s e  r a t e s  of 
i n f l a t i o n  t o  t h e  o t h e r s ,  a s  soon a s  t h e y  b e l i e v e  them. But how a r e  
t h e y  go ing  t o  b e l i e v e  them when our  own s t a f f  and o u r  own FOMC d o n ’ t  
b e l i e v e  t h e  r a t e  o f  i n f l a t i o n  i s  down? I d o n ’ t  unde r s t and  how w e  can 
l e a d  t h e  way t o  lower  i n f l a t i o n  when we  keep s a y i n g  i t ’ s  go ing  t o  be 
h i g h e r .  

CHAIRMAN VOLCKER. So  f a r  i t  h a s  worked. Mr. P a r r y .  

MR. PARRY. I would f a v o r  a l t e r n a t i v e  B f o r  many of t h e  
r e a s o n s  t h a t  were ment ioned .  I t h i n k  t h e  p o s s i b i l i t y  o f  a p ickup i n  
t h e  second h a l f  o f  t h e  y e a r  i s  a s u f f i c i e n t  c o n d i t i o n  t o  recommend 
a l t e r n a t i v e  B .  I would make t h e  p o i n t  t h a t  t h e  assumpt ion  under  
a l t e r n a t i v e  B o f  t h e  r e l a t i o n s h i p  between t h e  economy and t h e  
a g g r e g a t e s  b a s i c a l l y  s t a t e s  t h a t  we a r e  go ing  t o  s e e  a c o n t i n u a t i o n  of 
a s h a r p  d e c l i n e  i n  v e l o c i t y .  And I would j u s t  r a i s e  t h e  p o s s i b i l i t y  
t h a t  g iven  t h i s  economy. w i t h  t h e s e  i n t e r e s t  r a t e s .  we cou ld  even s e e  
t h e  a g g r e g a t e s  grow more s l o w l y - - w h i c h  shou ld  n o t  be i n t e r p r e t e d  a s  a 
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tightening move, The second point I would make is really a question.
since I am rather new at this. Under the operational paragraph. we 
said last time "maintain the existing degree of pressure on reserve 
positions." If we were to adopt alternative B, we would say the same 
thing: but shouldn't there be a parenthetic phrase inserted to say the 
existing degree of pressure on reserve positions that has persisted
since the cut in the discount rate? Because, in effect. if we had cut 
the discount rate and didn't change the borrowing assumption, we 
actually would have eased reserve positions. And the historical 
record-

CHAIRMAN VOLCKER. Well, we have run into that problem

before. Let's worry about the wording of the directive on the next 

round. I think you have a legitimate question. But meanwhile. when 

you say "B." you are thinking in terms of something like $300 million? 


MR. PARRY. Yes. 


CHAIRMAN VOLCKER. Mr. Stern. 


MR. STERN. I. too, would favor alternative B. As has been 

mentioned, there are certainly short-term risks, in terms of real 

economic performance. There are also risks it seems to me, perhaps

looking longer term, on the price side: some of those have been 

alluded to. But productivity performance for the overall economy has 

been disappointing. perhaps to put it mildly. [unintelligible] the 

decline in the dollar. I am not at all sanguine about progress on 

inflation in the services sector, in part because I think we are 

facing strong and growing demand both for the services produced and 

for the labor to produce them. And that just doesn't strike me as an 

environment where we are likely to make a lot of progress in bringing

down inflation in that sector. Indeed, I think if we factor those 

things together--theparticular situation in services, the 

productivity side, the dollar, and so forth--lookinglonger term we 

clearly face some risks on the price side. For the time being

alternative B, which I would take to be a "don't rock the boat" 

alternative, is satisfactory. I would be concerned. however, if it 

turned out under alternative B that the monetary aggregates grew more 

rapidly than is currently envisioned because, under all the 

circumstances, I think that might be something we would want to 

resist. 


CHAIRMAN VOLCKER. Mr. Keehn. 


MR. KEEHN. I would be in favor of "B," but I might also tend 
a little toward "A" despite the positive tone of the comments 
regarding the economy earlier. Nevertheless. the current situation is 
a little on the weak side and though we all expect the longer run to 
be better. it's a little uncertain. It does seem to me that the 
longer-run outlook will be validated if we are able to maintain these 
levels of interest rates. I am just a little bothered by some of the 
comments with regard to rates that are incorporated in the text around 
alternative B. So,  I would choose "B," but on the borrowing I would 
tend to want between $200 and $300 million as the alternative. 

CHAIRMAN VOLCKER. Governor Johnson. 
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M R .  J O H N S O N .  I t e n d  t o  a g r e e  w i t h  t h a t  s t a t e m e n t .  My 
f e e l i n g  i s  t h a t  I d o n ’ t  s e e  any r eason  t o  change s h a r p l y  from t h e  
c u r r e n t  r e s e r v e  main tenance  s i t u a t i o n .  But I would l i k e  t o  have some 
f l e x i b i l i t y  a t  l e a s t  b u i l t  i n  on a l t e r n a t i v e  B w i t h  a s l i g h t l y  lower 
borrowing t a r g e t ,  g iven  t h e  way t h e  y i e l d  cu rve  l o o k s  now and t h e  
p o i n t  made by S t e v e  A x i l r o d  and P e t e r  S t e r n l i g h t  t h a t  t h e r e  h a s  been a 
d i s c o u n t i n g  a l r e a d y  i n  t h e  market  w i t h  t h e  s p r e a d  between t h e  T - b i l l  
and t h e  f u n d s  r a t e .  And if t h e  Japanese  were t o  c u t  t h e i r  r a t e s  l a t e r  
f o r  some r e a s o n ,  t h e r e  might  be a n  o p p o r t u n i t y  t o  l e t  t h e  funds  r a t e  
e a s e  some w i t h o u t  any exchange r a t e  i m p l i c a t i o n s  and w i t h o u t  any 
p a r t i c u l a r  p r e s s u r e s  r e s u l t i n g  from t h a t .  The o t h e r  problem I have i s  
t h a r  I am a l i t t l e  u n c e r t a i n  about  t h i s  v e l o c i t y  i s s u e .  Of c o u r s e ,  my 
conce rns  a r e  more on t h e  down s i d e .  When we met b e f o r e ,  we t a l k e d  a 
l i t t l e  abou t  a z e r o  r a t e  o f  v e l o c i t y  growth a s  t h e  most l i k e l y  
p o s s i b i l i t y  d u r i n g  t h e  y e a r .  However, t h e  way t h i n g s  a r e  s h a p i n g  up
d u r i n g  t h e  f i r s t  h a l f  o f  t h i s  y e a r ,  it c e r t a i n l y  l o o k s  t o  me l i k e  
nominal GNP i s  going  t o  come i n  below our  e a r l i e r  e x p e c t a t i o n s .  If  we 
m a i n t a i n  t h e  same amount o f  M 1  growth o r  r e s e r v e s ,  I would expec t  t h e  
weakness i n  v e l o c i t y  t o  show up more s e v e r e l y  t h a n  we a n t i c i p a t e d .  
The f i r s t - q u a r t e r  [ v e l o c i t y ]  l o o k s  l i k e  i t ’ s  go ing  t o  b e  minus about  2 
p e r c e n t  an annua l  r a t e :  i n  t h e  second q u a r t e r  it cou ld  even be more 
t h a n  t h a t .  I t h i n k  we a r e  going  t o  s e e  more s o f t n e s s  i n  t h e  second 
q u a r t e r  t h a n  we have i n  t h e  f i r s t .  

MR. PARRY. I n  a l t e r n a t i v e  B ,  i n  t e rms  of  growth o f  t h e  
a g g r e g a t e s ,  M I  i s  7 - 1 1 2  p e r c e n t .  

MR. J O H N S O N .  Yes,  t h e  v e l o c i t y  was i n  t h e r e :  I a g r e e .  I am 
j u s t  s a y i n g  t h a t  w e  a r e  g e t t i n g  a lower nominal  [GNP], imp ly ing  a more 
n e g a t i v e  v e l o c i t y  t h a n  w e  had b e f o r e .  So  I guess  t h e  i s s u e  i s :  I f  
t h a t  lower nominal  i s  a l l  on t h e  i n f l a t i o n  s i d e ,  t h a t ’ s  f i n e :  we ought  
t o  c o n s o l i d a t e  our  g a i n s  t o  some e x t e n t .  B u t  I t h i n k  we ought  t o  be a 
l i t t l e  c a r e f u l  i f  we a r e  s t i l l  s e e i n g  t h e  same t r e n d  i n  v e l o c i t y  t h a t  
we’ve s e e n  b e f o r e ,  s i n c e  we have had f u r t h e r  i n t e r e s t  r a t e  d e c l i n e s  
and i n f l a t i o n a r y  e x p e c t a t i o n  b r e a k s .  I d o n ’ t  know what t h e  r i g h t  
amount of  r e s e r v e s  i s  t o  o f f s e t  t h a t .  I s e e  t h i s  a s  p u r e l y  t e c h n i c a l .  
I am n o t  t a l k i n g  about  an e a s i e r  p o l i c y :  I am o n l y  t a l k i n g  abou t  a 
p u r e l y  t e c h n i c a l  a d j u s t m e n t .  I t h i n k  w e  ought  t o  b e  c a u t i o u s  and we 
ought  t o  have some f l e x i b i l i t y  b u i l t  i n t o  a l t e r n a t i v e  B i n  c a s e  we s e e  
t h a t  d e v e l o p .  

CHAIRMAN VOLCKER. M r .  Mor r i s  

MR. M O R R I S .  M r .  Chairman, I t h i n k  t h i s  i s  one o f  t h o s e  t i m e s  
when we ought  t o  g e a r  c u r r e n t  p o l i c y  t o  where we expec t  t h e  economy t o  
be s i x  t o  n i n e  months from now. Q u i t e  c l e a r l y .  our  e x p e c t a t i o n s  i n  
g e n e r a l  a r e  a s  s t r o n g  a s ,  and i n  some c a s e s  s t r o n g e r ,  t h a n  t h e  Board 
s t a f f ’ s  p r o j e c t i o n s .  S o ,  I t h i n k  we should  s t a y  w i t h  our  p r e s e n t
p o l i c y ,  a l t e r n a t i v e  B .  I t h i n k  t h e  market  h a s  o v e r s h o t  t h e  c u r r e n t  
d i s c o u n t  r a t e ,  and a l t e r n a t i v e  B p robab ly  w i l l  r e q u i r e  some modest 
upward a d j u s t m e n t s  i n  market  r a t e s .  But I d o n ’ t  t h i n k  we s h o u l d  l e t  
t h a t  t r o u b l e  u s .  

CHAIRMAN VOLCKER. Mr. C o r r i g a n .  

V I C E  CHAIRMAN CORRIGAN.  I n  t h e  c o n t e x t  o f  a consensus  view 
o f  t h e  economy t h a t  we t a l k e d  about  e a r l i e r ,  i r o n i c a l l y ,  I f i n d  t h i s  a 
tough s e t t i n g  f o r  monetary p o l i c y .  I myself  am i n  t h e  somewhat 
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u n c h a r a c t e r i s t i c  p o s i t i o n  of  t h i n k i n g  t h a t  i n  t h e  v e r y  s h o r t  t e r m - - t h e  
n e x t  coup le  o f  m o n t h s - - t h e  economy cou ld  be on t h e  weaker s i d e  s imply  
because  I have a b i g g e r  a l lowance  f o r  s h o r t - r u n  n e g a t i v e  o i l  [ e f f e c t s ]  
t h a n  o t h e r s  do .  Then a g a i n ,  t h e  p o i n t  has  been made t h a t  t h e r e  a r e  
o t h e r  t h i n s s  i n  t h e  s h o r t  run  t h a t  can  be t r o u b l i n g :  d e b t  bu rdens .  
o v e r b u i l d i n g ,  f i n a n c i a l  p roblems,  s low growth i n  t h e  o t h e r  OECD 
c o u n t r i e s .  But when I t h i n k  about  t h a t  agenda of t h i n g s ,  i t  i s  n o t  a t  
a l l  c l e a r  t o  me t h a t  any of them i s  go ing  t o  be he lped  ve ry  much by 
e a s i e r  monetary p o l i c y ;  I cou ld  a lmos t  a g r e e  i n  a coup le  of c a s e s  t h a t  
t h e y  might  be a f f e c t e d  a d v e r s e l y  by an e a s i e r  monetary p o l i c y - 
e s p e c i a l l y  i f  one t h i n k s  t h a t  t h e  second h a l f  of t h e  y e a r  i s  going  t o  
be d i s t i n c t l y  s t r o n g e r .  That  i s  t h e  rock  and t h e  h a r d  p l a c e :  an 
economy t h a t  cou ld  be weaker i n  t h e  s h o r t  run  and s t r o n g e r  i n  t h e  
second p a r t  of  t h e  y e a r .  I t h i n k  t h e  on ly  t h i n g  t o  do i n  t h a t  
s i t u a t i o n  i s  n o t h i n g :  s o  I ' d  be s q u a r e l y  i n  camp " B . "  

CHAIRMAN VOLCKER. Governor S e g e r .  

MS. SEGER. I would v o t e  f o r  a l t e r n a t i v e  B and i f  t h e r e  i s  a 
shad ing  needed ,  I would shade  a touch  toward a l t e r n a t i v e  A .  The 
p o s i t i v e  f a c t o r s  we have t a l k e d  abou t  e x t e n s i v e l y :  I am s t i l l  
i m p r e s s e d ,  t hough ,  t h a t  t h e r e  a r e  some d r a g s  on t h e  economy t h a t  we 
have t o  be  aware o f .  I would l i k e  t o  s u g g e s t  t h a t  i n  a t e c h n i c a l  way 
w e  l o o k  f o r  o p p o r t u n i t i e s  t o  c u t  t h e  d i s c o u n t  r a t e .  I am n o t  t a l k i n g
abou t  f i d d l i n g  w i t h  t h e  r e s e r v e s ,  b u t  i f  f o r e i g n  c o u n t r i e s  such  a s  
J apan  a l t e r  t h e i r  d i s c o u n t  r a t e s  a g a i n  and i f  o u r  l o n g - t e r m  r a t e s  
d e c l i n e  a l i t t l e  more,  I t h i n k  we w i l l  have a y i e l d  s t r u c t u r e  i n  t h i s  
c o u n t r y  t h a t  i s  u n s u s t a i n a b l e .  And t h e  r a t e  t h a t  w i l l  prove t o  be o u t  
of  l i n e  i s  t h e  d i s c o u n t  r a t e .  To t h e  e x t e n t  t h a t  w e  cou ld  c u t  t h a t  a 
b i t ,  f o l l o w i n g  market  movements, I t h i n k  t h a t  would h e l p  w i t h o u t  
gunning t h e  economy. S o ,  I would go f o r  something l i k e  "B"  w i t h  a 
r ange  around t h e  $ 3 0 0  m i l l i o n  borrowing t a r g e t ,  o r  $ 2 0 0  t o  $300 
m i l l i o n .  

CHAIRMAN VOLCKER. Mrs. Horn. 

MS. HORN.  I f a v o r  a " w a i t  and s e e "  p o s t u r e  and I t h i n k  " B "  
i s  t h a t  p o s t u r e .  I t h i n k  t h a t  we r e a l l y  do have t h e  t i m e  t o  watch 
e v e n t s  u n f o l d .  A s  f o r  t h e  borrowing number, I suppose I am f o r  $300  
m i l l i o n ,  a l t h o u g h  we always seem t o  i n t e r p r e t  t h a t  i n  t h e  l i g h t  of  
what happens .  I t  has  r e c e n t l y  been runn ing  below $ 2 5 0  m i l l i o n  and I ' m  
f o r  $300  m i l l i o n  b u t  would go a t  it c a r e f u l l y ,  which I guess  i s  t h e  
way we do it anyway. 

CHAIRMAN VOLCKER. I d i d n ' t  h e a r  t h a t  l a s t  s e n t e n c e  
C a r e f u l l y  meaning- .?  

MS. HORN.  Going up from $ 2 5 0  m i l l i o n  t o  $300 m i l l i o n .  

CHAIRMAN VOLCKER. M r .  Boehne. 

MR. BOEHNE. Well, I am more o r  l ess  i n  t h e  "B"  camp. I c a n ,  
however,  s e e  t h e  wisdom of  a t  l e a s t  a l l o w i n g  f o r  a l i t t l e  f l e x i b i l i t y  
toward t h e  "B+" s i d e .  I am n o t  s u r e  t h a t  f l e x i b i l i t y  would be wi se  t o  
u s e ,  b u t  I cou ld  s e e  a back-up  i n  r a t e s  s u f f i c i e n t  t h a t  t h a t  l i t t l e  
f l e x i b i l i t y  might have t o  be u s e d .  Where I come o u t  i s  "B"  t o  s t a r t  
o u t  w i t h ,  b u t  keep t h i s  l i t t l e  t ilt  on t h e  s h e l f .  If it needs  t o  be 
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used. it needs to be used: and if it doesn't. let's just slide through

the period with a pretty solid alternative B. 


CHAIRMAN VOLCKER. Mr. Boykin. 


MR. BOYKIN. Mr. Chairman, I would lean toward "B" with a 
little to the "B+" side. I recognize that fine tuning and so forth is 
not overly successful, but it does seem to me that at least for the 
first quarter and the second quarter the economy doesn't look that 
strong. I recognize there are lags, but we do meet again in May: and 
I would just lean a bit on the high side of "B" until we have more 
information, which we will tomorrow and the next day, [or] until we 
meet here in May. If that subtle move were a mistake, I think it 
could be undone, probably subtly. I would be slightly in favor of 
"B+.  *I 

CHAIRMAN VOLCKER. Governor Rice. 


MR. RICE. Well. Mr. Chairman, I wish I could be different 
from everybody else, but I can't. So I am going to go along with 
alternative B for all the reasons that people have expressed. We want 
to stay where we are. to do nothing, to maintain an even keel--steady 
as you g o .  

CHAIRMAN VOLCKER. Governor Angell. 


MR. ANGELL. There just isn't any basis for an easing policy
right now. Alternative B clearly is in the right ballpark. I am a 
little concerned about the 7 - 1 1 2  percent [Ml] number. It seems to me 
that velocity may be on a different path than we anticipated. In 
previous periods of history it has been on a downward path for many, 
many years and changed inflation expectations may very well mean that 
we've got negative velocity. I'd anticipate negative velocity of more 
like 4 percent for the second quarter. And if we have 4 percent, I 
don't know that 4 percent nominal is too high, so I would be much more 
comfortable with an 8 percent than a 7 - 1 1 2  percent on "B." I am not 
concerned about the reserve positions as long as the Desk is astute, 
as they have been during the time that I have watched them, in regard 
to managing that account. 

CHAIRMAN VOLCKER. Looking at these velocity numbers, what do 

you compute for the velocity--Ithink you do quarterly averages-.

implied by alternative B, for what it's worth? It is just arithmetic. 


MR. AXILROD. It is around 4 percent. 

CHAIRMAN VOLCKER. Just looking at it. it looks like what-
about a 3 - 1 1 2  percent velocity decline? 

MR. AXILROD. That's right, compounded. The quarterly 

average is higher than the month-to-month. 


CHAIRMAN VOLCKER. That requires believing both the M1 

forecast and the economic forecast, which are two very large

assumptions. Mr. Guffey. 


MR. GUFFEY. Thank you, Mr. Chairman. I would also join

those--virtuallyeveryone that I have heard around the table--who 
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would opt for alternative B. I am a bit concerned. however, about the 
discussion of the borrowing level being a bit below the $300 million 
level. It seems to me that we are very close to the frictional level 
now. And to talk about $200 to $300 million and $250 million, for 
example-.. I just feel more comfortable staying where we are: if that 
is $300 million, I’d opt for ” B ”  with $300 million and not fool around 
with the borrowing level. 

MR. ANGELL. Would you want that even if that meant that fed 

funds rates tick back up? 


MR. GUFFEY. The answer, I think, depends on what happens

elsewhere. I guess for the fed funds rate in and of itself the answer 

is yes. I think that the market has probably overshot a bit. 


VICE CHAIRMAN CORRIGAN. Are we in a period where seasonal 

borrowing will start to pick up now? 


MR. STERNLIGHT. I think it has begun to pick up just

slightly: and I would look for it to pick up somewhat more as we get

into-


VICE CHAIRMAN CORRIGAN. In that sense even $300 million is 

less than $300 million. 


MR. STERNLIGHT. $300 million, I think, becomes slightly less 

constraining. 


CHAIRMAN VOLCKER. What is seasonal borrowing now? 


MR. STERNLIGHT. About $70 million, I think, is the last 


MR. AXILROD. Around $70-$85 million on average roughly. We 
would expect it to pick up maybe into the low hundreds or something
like that over the next month o r  so. Without much pressure on the 
funds rate, we would not expect much of a pickup. 

MR. ANGELL. Most of that seasonal borrowing may not recur 

this year simply because there is liquidity there and the seasonal 

borrowing privilege has not been used. At least that has been our 

experience. 


CHAIRMAN VOLCKER. What was the peak last year for seasonal 

borrowing? 


MR. AXILROD. My memory is a couple of hundred million or s o .  

MR. GUFFEY. About $180 million. 


MR. KOHN. August’s $221 million was the monthly-average

peak. 


MR. GUFFEY. Under the circumstances I think it would be less 

this year. 


CHAIRMAN VOLCKER. Want to add something, Governor Wallich? 


MR. WALLICH. $300 million and alternative B. 
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CHAIRMAN VOLCKER. You didn't break the pattern. 


MR. RICE. The first time I have ever seen that! 


CHAIRMAN VOLCKER. Well, we have shadings of differences. We 

have some full-blooded "Bs" and we have some weak-kneed, but the view 

is generally around "B." We might as well see what shadings we have 

here and [address] Mr. Parry's point. The last two reserve periods,

which means for four weeks, borrowing has been averaging just a little 

below $250 million. We played it a little on the cautious side and it 

has come out pretty close to where we intended because we didn't have 

any computer problems and so forth during that particular period. We 

came in a little under $300 million. One interpretation is we could 

continue doing that: seek something like $300 million. but played

somewhat cautiously in the absence of other developments. I guess we 

could call that maintaining. I don't know whether it needs 

[explanation]: the difference is so small. We have sometimes done 

exactly what Mr. Parry suggested, if I interpreted him right. When 

reserve pressures have changed during the period, we put some language

in saying "the degree of reserve pressure that emerged during the 

previous period" or something like that. I guess it is a matter of 

taste as to whether that's where the center of gravity lies or whether 

it's worth putting that in there if the difference is so small. 


MR. RICE. I wouldn't say reserve pressures eased after the 

discount rate: interest rates fell. 


CHAIRMAN VOLCKER. Actually, it came before the discount rate 

lowering, as I remember it, or it began--


MR. AXILROD. That's right. 


CHAIRMAN VOLCKER. This is no big deal, because it was so 

high the previous two-week period because there were computer problems 

one weekend. We actually had $600 million one week, but I do not-- 


MR. AXILROD. It was $630 million the week of the 19th and 

[unintelligible] the week of- 


CHAIRMAN VOLCKER. The $630 million was a freak: I don't know 

where it would have come out without the computer problems. One or 

two people said they would be reluctant to see the borrowing go below 
$300 million and others suggested that at least there ought to be some 
flexibility to go below $300 million. These are pretty fine shadings.
Let me jump down [in the directive]. I don't know if this language in 
the directive is great, anyway. Do we want to make it perfectly

symmetrical in language in the third sentence? Or would we better 

capture [the consensus] by changing that sentence to say either 

"somewhat" or "slightly lesser reserve restraint would be acceptable

and somewhat greater reserve restraint might be"? We've used that 

device from time to time. I think there is a question--we've

discussed this before at times, though it wasn't appropriate when we 

changed the discount rate this time. If for some reason, because of 

international considerations or otherwise, it seemed appropriate to 

reduce the discount rate at some point, I take it that the sense right

now--otherthings being equal--isthat we might increase the borrowing

level a bit rather than the opposite. 
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SEVERAL. Yes.  

CHAIRMAN VOLCKER. I d o n ’ t  t h i n k  we can  w r i t e  t h a t  i n t o  t h e  
d i r e c t i v e .  

V I C E  CHAIRMAN CORRIGAN.  When do we meet a g a i n ?  

MR. BERNARD. May 2 0 t h - - 7  weeks.  

V I C E  CHAIRMAN CORRIGAN.  Well .  my i n s t i n c t s  t e l l  me t h a t  
s e n t e n c e  p robab ly  should  be  symmet r i ca l  even though 7 weeks i s  a l o n g  
t i m e .  I d o n ’ t  t h i n k  we can  r u l e  o u t  t h e  p o s s i b i l i t y ,  even though I 
d o n ’ t  s e e  i t ,  t h a t  t h e  economy cou ld  p i c k  up even f a s t e r  t h a n  most 
peop le  a r e  assuming.  

CHAIRMAN VOLCKER. I d o n ’ t  t h i n k  we can  r u l e  t h a t  o u t  e i t h e r  
b u t  i t ’ s  a q u e s t i o n  o f  whether  we b i a s  i t  s l i g h t l y .  

MR. ANGELL. I t  seems t o  m e  t h e  most l i k e l y  even t  t h a t  might  
n e c e s s i t a t e  t i g h t e n i n g  would be a n  o i l  p r i c e  move: t h a t  p robab ly  would 
be more l i k e l y  i n  t h i s  q u a r t e r  t h a n  r o b u s t  growth .  

CHAIRMAN VOLCKER. An o i l  p r i c e  move upward? 

MR. ANGELL. Well, y e s .  And i t  seems t o  me t h a t  if we had an 
o i l  p r i c e  move upward and it appeared  t o  some t h a t  a c a r t e l  move might 
be  e f f e c t i v e  f o r  a w h i l e ,  w i t h  t h e  money t h e  p u b l i c  seems t o  want t o  
ho ld  i n  t r a n s a c t i o n  b a l a n c e s  w e  might  have some wider  s h i f t  i n  
e x p e c t a t i o n s  t h a t  might  r e q u i r e  some t i g h t e n i n g .  I t  seems t o  me we 
shou ld  be  p repa red  f o r  such  a p o l i c y  i f  t h a t  were t o  o c c u r .  

CHAIRMAN VOLCKER. Wel l ,  who knows w h a t ’ s  go ing  t o  happen? 
But I would be a l i t t l e  s u r p r i s e d  i f  t h a t  happened i n  t h e  n e x t  6 weeks 
o r  s o .  I wou ldn’ t  be  a t  a l l  s u r p r i s e d  t o  s e e  i t  happen i n  a s l i g h t l y  
l o n g e r  t i m e  p e r s p e c t i v e .  But suppose it happened i n  t h e  n e x t  month o r  
two. Would t h e  r i g h t  r e a c t i o n  be i n i t i a l l y  t o  t i g h t e n  a b i t ?  I d o n ’ t  
know. 

MR. ANGELL. Yes.  

MR. J O H N S O N .  I t  a l l  depends on t h e  o v e r a l l  l o n g - t e r m  
i n f l a t i o n a r y  e x p e c t a t i o n  e f f e c t s  of t h a t .  If one were t o  view t h i s  a s  
a permanent change back i n  t h e  d i r e c t i o n  t h a t  c a u s e s  e x p e c t a t i o n s  t o  
have t o  a d j u s t ,  t h o s e  b a l a n c e s  peop le  a r e  h o l d i n g  i n  M 1  might  t u r n  
more i n t o  t r a n s a c t i o n s  b a l a n c e s  r e l a t i v e  t o  s a v i n g s .  And we would 
want t o  t a k e  i t  o u t . )  But who knows what t h e  b e h a v i o r a l  e f f e c t s  would 
be - -whe the r  t h e y ’ d  c o n s i d e r  it l o n g - t e r m  o r  s h o r t - t e r m ?  If i t  r e a l l y
i s  a n  i n f l a t i o n a r y  e x p e c t a t i o n  a d j u s t m e n t ,  we’d have t o  t i g h t e n .  

CHAIRMAN VOLCKER. C e r t a i n l y ,  ove r  t i m e  it would go i n  t h e  
d i r e c t i o n  of more i n f l a t i o n .  You c a n ’ t  e scape  t h a t .  What it would do ’ 

t o  t h e  b u s i n e s s  p i c t u r e  i n  t h e  s h o r t e r  r u n ,  I’m n o t  s o  s u r e .  

MR. BOEHNE. I d o n ’ t  t h i n k  you can a n t i c i p a t e  t h o s e  k i n d s  of  
t h i n g s .  If t h e r e  i s  a d e f i n i t e  change i n  t h e  p r i c e  o f  o i l  up o r  down 
we might  want t o  have some c o n s u l t a t i o n  over  t h e  n e x t  s even  weeks.  
I t ’ s  j u s t  a l i t t l e  h a r d  t o  judge  what we’d d o .  We would have t o  t a k e  
a l o o k  a t  t h e  c o n t e x t  i n  which i t  happened.  
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CHAIRMAN VOLCKER. Well, I don’t disagree with that, and I 

don’t think it’s going to happen over this time period. But who 

knows? Well, let me put it this way: the straightforward thing to do 

is just to say “maintain” and keep all the wording the same, putting

in whatever these percentages are. You can all [react] to that. Who 

wants to shoot at that? 


VICE CHAIRMAN CORRIGAN. I don’t want to shoot at it: I’d 

like to do it. 


MR. JOHNSON. Where are you, line 68? 


CHAIRMAN VOLCKER. I’m looking at a different sheet where I 

don’t have the line numbers. 


MR. BOEHNE. One way to accommodate this idea of a little 

flexibility would be to reverse the order and say somewhat lesser 

reserve restraint first followed by somewhat greater reserve 

restraint. That’s very, very subtle but I think we’re talking about 

very. very subtle differences. 


MR. GUFFEY. The word is cryptic 


MR. JOHNSON. I don’t think the probabilities are symmetric
in this thing. I would still be in the “B+” category. I realize that 
I’m probably in the minority on this, but I wouldn’t want a purely
symmetric statement that something like a borrowing target of $200 to 
$300 million suits me. 

CHAIRMAN VOLCKER. Well, it’s hard to object to what Mr. 
Boehne suggested, and it’s hard to object because I don’t think it 
does anything but make a few people feel better. I guess the question
is whether people want to go beyond that and just shade it very
slightly. 

MR. PARRY. Well. the staff has said that the second-half’s 
growth will be 4 percent on average, right? The question then is: 
Does the group think, if it’s going to be on either side of that, that 
it’s more likely to be less than that or more likely to be higher? If 
I recall the discussion, I think there were only one or two who said 
they thought growth would be greater than that 4 percent. That might
give some indication of lack of symmetry, in terms of the way we 
discussed it. 

CHAIRMAN VOLCKER. We’re only talking about 7 weeks. It’s a 

reasonably long period between meetings, but it somehow seems like a 

very long period. If we get March set and whatever April data we have 

coming in on the weak side, do we react at all? That’s the question. 


MR. STERN. Well, as I read that sentence as currently
constructed, it allows us to do all sorts of things. 

CHAIRMAN VOLCKER. I think you are right. 


MR. STERN. I don’t see any reason to change it, other things

equal. If the numbers on the real economy start coming in very weak, 

I think we can respond. 
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CHAIRMAN VOLCKER. I think that’s--


MR. JOHNSON. I don’t have any strong opinion. 


CHAIRMAN VOLCKER. Well, I don’t know whether it’s worth 

changing the order to say somewhat lesser reserve restraint or 

somewhat greater. The numbers we put in here--theseare not very

rounded numbers. We’ve been using rounded numbers recently haven’t 

we? 


MR. ANGELL. Yes, that’s why I’d like to have 8 percent on 

the M1. I just think that if the economy gets weak in the second 

quarter we’re apt to see the March M1 numbers go the other way. 


CHAIRMAN VOLCKER. Well, it might sound slightly more 
consistent, given the uncertainties expressed, to say 7 to 8 percent
for M1: it has the same midpoint as in “ B . ”  

MR. ANGELL. Except that it intends to imply a range. And I 

don’t know whether that’s-


CHAIRMAN VOLCKER. We’ve often stuck ranges like that in 

here. but it’s no big deal. 


MR. MORRIS. If it really is a range, Wayne, it would have to 

be a lot wider than that. 


MR. ANGELL. That’s what I’m saying. 


MR. BOEHNE. It’s a mushy point when we go to 7 to 8 percent. 

CHAIRMAN VOLCKER. Well, 7 to 8 percent just sounds a little 
better to me than 7 - 1 1 2  percent, but it’s no big deal. The difference 
between 7 - 1 1 2  and 8 is not very great: neither is the difference 
between 7 - 1 1 2  and 7. 

MR. ANGELL. But with the staff’s estimation of a negative
3-1/2 percent velocity, that means we want a self-fulfilling prophecy
of 4 - 1 1 2  percent or 4 percent nominal and that’s not much. 

CHAIRMAN VOLCKER. No, no. This converts into a 9 percent or 
s o  quarterly average. If that’s the way you measure velocity, which 
is the way they measured velocity, you’d get 3 - 1 1 2  percent negative
velocity consistent with these numbers because the quarterly average
is higher. You’re starting high. 

MR. JOHNSON. Consistent with 7 to 8 percent? 


CHAIRMAN VOLCKER. Yes. Well, I said it comes out over 9-- 


MR. AXILROD. That’s right: 9 percent quarterly average as 

against the-- 


MR. ANGELL. What comes out at 9 percent? 


CHAIRMAN VOLCKER. The quarterly average measured growth of 

M1. 
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MR. ANGELL. Okay. 

CHAIRMAN VOLCKER. While w e ' r e  p i c k i n g  a t  t h e s e  numbers,  i s  
i t  wor th  s a y i n g  7 p e r c e n t  f o r  M 2  and 6-112 p e r c e n t  f o r  M3 o r  shou ld  we 
s a y  7 p e r c e n t  f o r  b o t h  of them? 

MR. GUFFEY. 7 p e r c e n t  f o r  b o t h .  

MR. M O R R I S .  About 7 p e r c e n t .  

CHAIRMAN VOLCKER. About 7 p e r c e n t .  unchanged. Wel l ,  I would 
s u g g e s t  t h a t  w e  s a y  " m a i n t a i n "  and n o t e  i n  t h e  r e c o r d  t h a t  r e s e r v e  
p r e s s u r e s  have eased  a t r i f l e  d u r i n g  t h i s  p e r i o d .  We e x p e c t  t h i s  " t o  
be c o n s i s t e n t  w i t h  growth i n  M2 and M3 ove r  t h e  p e r i o d  from March t o  
June  a t  annua l  r a t e s  of abou t  7 p e r c e n t :  w h i l e  t h e  behav io r  of M 1  
c o n t i n u e s  t o  be s u b j e c t  t o  unusua l  u n c e r t a i n t y ,  growth a t  a n  annua l  
r a t e  o f  abou t  7 t o  8 p e r c e n t  ove r  t h e  p e r i o d  i s  a n t i c i p a t e d .  Somewhat 
l e s s e r  r e s e r v e  r e s t r a i n t  o r  somewhat g r e a t e r  r e s e r v e  r e s t r a i n t  might  
be a c c e p t a b l e  depending  upon t h e  behav io r  of t h e  a g g r e g a t e s . "  I would 
i n t e r p r e t  t h i s  a s  $300 m i l l i o n  [on b o r r o w i n g ] ,  b u t  p l a y  i t  somewhat 
c a u t i o u s l y  i n  t h e  a c t u a l  p r o v i s i o n  o f  r e s e r v e s .  We a n t i c i p a t e  a 
l i t t l e  more t o  e a s e  t h a n  we a n t i c i p a t e  t o  d r a i n .  

MR. GUFFEY. I h a t e  t o  a s k  t h i s  q u e s t i o n ,  Mr. Chairman, b u t  I 
assume t h a t  t h e  l a t t e r  i m p l i e s  a 7 - 1 1 4  t o  7 - 3 1 8  p e r c e n t  funds  r a t e  o r  
t h e r e a b o u t s .  

CHAIRMAN VOLCKER. I n  t h e  absence  o f  o t h e r  [ u n i n t e l l i g i b l e ]  I 
d o n ' t  s e e  why it i m p l i e s  any change .  Although h i s t o r i c a l l y  I t h i n k  it 
would have i m p l i e d  a lower  f e d e r a l  funds  r a t e  r e l a t i v e  t o  t h e  d i s c o u n t  
r a t e ,  i t  d o e s n ' t  seem t o  t h e s e  d a y s .  

MR. ANGELL. Wel l ,  it seems t o  me t h a t  if M 1  and t h e  o t h e r  
a g g r e g a t e s  were on a h i g h e r  p a t h  t h a n  we a n t i c i p a t e ,  we cou ld  
accommodate some upward move i n  t h e  f e d  funds  r a t e .  I f  i t ' s  lower 
t h a n  we a n t i c i p a t e  we ought  t o  accommodate some downward movement. 
d o n ' t  t h i n k  we shou ld  p i n p o i n t  t h e  f e d  f u n d s .  I t  seems l i k e - 

CHAIRMAN VOLCKER. I t ' s  c o n s i s t e n t  w i t h  what t h i s  s a y s .  

M R .  ANGELL. Yes.  

CHAIRMAN VOLCKER. The o n l y  t h i n g  I would a s k  i s :  How much 
weight  do we p u t  on t h o s e  r a t h e r  s h o r t - t e r m  changes i n  t h e  a g g r e g a t e s  
compared t o  what i n f o r m a t i o n  may be coming i n  s i m u l t a n e o u s l y  on t h e  
economy o r  wha teve r .  

MR. ANGELL. Put " t o g e t h e r  w i t h . "  

CHAIRMAN VOLCKER. Pardon me? 

MR. ANGELL. Together  w i t h .  

CHAIRMAN VOLCKER. Wel l ,  t h a t ' s  p r e c i s e l y  what t h i s  s a y s .  Is 
t h a t  a s  c l o s e  a s  w e ' r e  go ing  t o  come? We have a funds  r a n g e - - w e l l ,  
w a i t .  I was about  s a y  6 t o  1 0  p e r c e n t  f o r  t h e  f u n d s  r a n g e .  I s  t h e  
f u n d s  r a t e  l o w  enough s o  t h a t  we want t o  change t h a t ?  

I 
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MR. J O H N S O N .  We l l ,  t h e  Bluebook h a s  i t  B l i t t l e  d i f f e r e n t .  

MR. A X I L R O D .  We’re s u g g e s t i n g  t h e  p o s s i b i l i t y  o f - 

CHAIRMAN VOLCKER. What d i d  you s a y  on “ B “ ?  

MR. A X I L R O D .  We s a i d  5 - 1 1 2  t o  9-112 p e r c e n t :  t h a t  g e t s  a 
l i t t l e  c l o s e r  t o  c e n t e r i n g  i t .  

M R .  BOEHNE. How a b o u t  5 t o  1 0  p e r c e n t ,  s i n c e  we--

MR. J O H N S O N .  5 t o  1 0  p e r c e n t  i s n ’ t  i n  t h e  r ange  of b e l i e f .  

MR. BOEHNE. N e i t h e r  i s  6 t o  1 0  p e r c e n t ,  b u t - 

CHAIRMAN VOLCKER. I have t h e  f e e l i n g  we s h o u l d  j u s t  l e a v e  it 
a t  6 t o  1 0  p e r c e n t  because  t h a t ’ s  where it h a s  been f o r  a l o n g  p e r i o d  
of  t i m e  o r  change i t  t o  5 t o  9 p e r c e n t .  I j u s t  t h i n k  t h a t - -

M R .  MELZER. Leave it 6 t o  1 0  p e r c e n t .  

MR. J O H N S O N .  5 t o  9 p e r c e n t  c e n t e r s  it on where it i s  now. 

MR. R I C E .  We’re n o t  making any change ,  so  why move i t? 
T h a t ’ s  go ing  t o  confuse  p e o p l e .  

CHAIRMAN VOLCKER. I t  d o e s n ’ t  make a l o t  o f  d i f f e r e n c e .  Th i s  
has  no p r a c t i c a l  s i g n i f i c a n c e  excep t  a month o r  s o  f r o m  now when it i s  
p u b l i s h e d  some newspaper a r t i c l e  w i l l  s a y  t h e  F e d e r a l  Reserve  e a s e d .  

SEVERAL. Yes.  

MR. MELZER. I wou ldn’ t  change it f o r  t h a t  r e a s o n .  

CHAIRMAN VOLCKER. How many want t o  l e a v e  i t  6 t o  10  p e r c e n t ?  
E i g h t ,  and t h o s e  a r e  a l l  Committee members. I guess  t h e  consensus  i s  
t o  l e a v e  it 6 t o  1 0  p e r c e n t .  I d o n ’ t  t h i n k  i t  w i l l  change a n y t h i n g .
A l l  r i g h t .  With t h a t ,  I guess  w e ’ r e  ready  t o  v o t e .  

MR. BERNARD. 
Chairman Volcker  Yes 
Vice Chairman Cor r igan  Yes 
Governor Angel1 Yes 
P r e s i d e n t  Guffey Yes 
P r e s i d e n t  Horn Yes 
Governor Johnson Yes 
P r e s i d e n t  Melzer  Yes 
P r e s i d e n t  Mor r i s  Yes 
Governor Rice  Yes 
Governor Seger  Yes 
Governor Wal l i ch  Yes 

CHAIRMAN VOLCKER. We have t h i s  r a r e  e v e n t .  I d o n ’ t  t h i n k  a 
unanimous v o t e  i s  a l l  t h a t  r a r e  h u t  by 1 0  minu tes  a f t e r  1 2  it i s  
p r e t t y  r a r e .  And t h e  l u n c h  i s  s e t  f o r  1 p . m .  Wel l ,  I d o n ’ t  know 
whether  t h e r e  a r e  any o t h e r  b u r n i n g  i s s u e s  t o  b e  r a i s e d  a t  t h i s  t i m e .  
The Open Market Committee meet ing  i s  o v e r .  

END OF MEETING 




